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CAPITAL RATIONING, UNCERTAINTY, AND 
FARM-TENANCY REFORM" 


T. W. SCHULTZ 
Towa State College 


ARM-TENANCY reform, like most reform movements, is 

motivated by ends which are more ultimate in nature than 

the attainment of the optimum rewards of economy. All 
too often farm tenancy is looked upon as being primarily a prob- 
lem in economics. It is not such. To view it so is to miss most of 
its basic features. In order to get at that part of the tenancy 
problem which falls within the scope of economic analysis, it is 
necessary to separate the goals which lie back of the movement 
to bring about less farm tenancy from the probable economic 
effects of public action designed to attain such goals. It should 
be plain that it does not fall within the province of the economist 
to determine the appropriate goals.? The family farm is such a 
goal.* In this country, except for the South and parts of the Far 

* Reprints of this paper are filed as “Journal Paper J-733” of the Iowa Agricul- 
tural Experiment Station at Ames, Iowa. 

*See especially G. Haberler, The Theory of International Trade (New York, 
1936), chap. xiii; Talcott Parsons, “Some Reflections on the Nature and Signifi- 
cance of Economics,” Quarterly Journal of Economics, XLVIII (1934), 511-45; 
and Knut Wicksell, Lectures on Political Economy, Vol. I: General Theory (New 
York, 1934), Introd., pp. 1-12. 

3 This particular goal appears to be desired both by an extreme totalitarian 
state (witness Germany with its progcam to establish and keep farms for certain 
families) and by a democratic country like the United States. 
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West, the family farm is looked upon as an ideal. It represents a 
farm which is owned by the farmer and operated chiefly by the 
labor of the farmer and his family. The goal as it is generally 
conceived does not explicitly demand that all the equity neces- 
sarily belong to the farmer. While it is clear that the family farm 
thus formulated involves economic elements, it does go far be- 
yond economic considerations. Like any other primary aim of 
people, it is the product of a complex set of values not easy to 
unravel and assess. 

The purpose of this paper is to formulate certain basic features 
inherent in tenancy reform which have a direct bearing upon the 
way in which resources are combined within the farm, and hence 
upon the cost structure, in order to point out some of the funda- 
mental economic effects which follow when the system of farm 
tenure is changed from one in which farm operators rent the 
resources they use, to a system in which they come to own such 
resources. Framing the problem in this way does two things. In 
the first place, it points the way for measuring the probable in- 
come and price effects of alternative tenure systems and, in the 
second place, it provides a basis for ascertaining the essential in- 
consistency among the various aims which society is trying to 
attain. Both of these contributions are well within the limits of 
economics.‘ 

It is well to start with one of the less complex tenure situations 
in agriculture such as that found in the Corn Belt, where the 
typical farm is a family-size firm. Most of the labor employed 
to operate the farm in this region is provided by the farmer and 
his family.’ With regard to labor, therefore, it meets one of the 
criteria of the ideal family farm. However, the fact that in the 
Corn Belt the farmer and his family both do the work and manage 
the farm does not demonstrate that this form of organization of 


4 F. H. Knight, “The Nature of Economic Science in Some Recent Discussions,” 
American Economic Review, XXIV (1934), 225-38; also Oskar Morgenstern, Limits 
of Economics (London, 1937). 

5 See L. C. Gray and Mark Regan, “Needed Points of Development and Re- 
orientation of Land Economics Theory,” Journal of Farm Economics, XXII (1949), 
34-51, the second section. 
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labor and management is necessarily the most effective. There 
are several reasons for believing that family farms with, say, five, 
ten, or even a larger number of laborers might well result in more 
effective combination of resources than is true of the present 
type of farm organization. There is little doubt that the going 
institutions in the Corn Belt do not favor the separation of farm 
labor from its management. This digression should make plain 
that what society wants and gets as it evolves its basic institu- 
tions is not necessarily the most effective combination of resources 
within the firm. 

Most of the farms in the Corn Belt are operated either by 
tenants or by owners who are not free from debt. This leaves out 
two groups. There is the part owner, a farmer who has title to 
part of the land which he operates and who leases additional land 
to complete his farm. Numerically this group is small relative to 
the other two, and, since it combines the characteristics of both 
ownership and tenancy, a treatment of the other two will neces- 
sarily cover by inference the part-owner group. There is, in addi- 
tion, a group of farmers who own the farms they operate and 
are free from debt. This group varies in its relative importance 
from state to state and from time to time® but is dropped from 
further consideration in this paper inasmuch as farm operators 
in this category are of no concern in whatever steps society may 
take to facilitate tenure reforms. Surely these operators have ar- 
rived at the desired goal. It does not follow, of course, that it is 
necessary that full ownership be the aim, for clearly society in its 
collective actions may be satisfied in stopping far short of this 
point. Accordingly, the point of focus will be farms operated by 
tenants and farms operated by owners whose resources are in- 


* In 1930 a considerable proportion of the farms in the Corn Belt owned by their 
operators were free of mortgage, though not necessarily free of debt. The census 
of that year reported, for example, at the eastern end of the Corn Belt, Ohio with 
43 per cent of all farms owned by the operating family and free of mortgages. For 
Iowa, however, the figure stood at 19 per cent. A further consideration here is the 
fact that a farm family with sufficient assets to pay for a farm does not have to 
rent. There are farms for sale at prices which are fair capitalizations of their pro- 
ductivity value. It therefore follows that the decision to rent or to buy a farm is 
no longer affected by those from whom the operator must hire resources. 





312 T. W. SCHULTZ 


cumbered by debt. The distinction is essentially a legal one in 
that the second group possesses title to the resources whereas the 
first group does not. The economic importance of this distinc- 
tion, however, takes on major significance, as will become clear 
in the analysis which follows. 

Our first set of conditions may be stated as follows: 

. A substantial proportion of farm families do not have sufficient assets 
of their own to operate and to own a farm’ 

. Farmers with insufficient assets seek to supplement their own resources 
by obtaining capital from outside sources either by renting land and in- 
struments of production or by borrowing funds to buy these resources® 

. Both the creditors and the landowners in supplying capital to a farmer 
exercise varying degrees of capital rationing whose economic effects have 
a direct bearing upon cost and returns 


The first two of these conditions so clearly have their counter- 
parts in the current situation of Corn Belt agriculture that there 
is no point in laboring the evidence. The notion, however, that 
the capital market rations capital resources which farmers are al- 
lowed to use is probably less self-evident. Since capital rationing 
has far-reaching implications for farm-tenure reform, some elabo- 
ration of its nature follows.® 


TYPE OF FARM TENURE AND CAPITAL RATIONING 


As an analytical model, the firm is one of the better-established 
concepts in formal economics.’® On the production side it is the 


7 Census data for 1930 indicated that in Ohio (eastern end of the Corn Belt) 
50 per cent of the farm real estate equity belonged to the farm operators, while 
in Iowa less than 30 per cent was so held. Since then, there has been a further sub- 
stantial shrinkage in the equity of farm operators. 


® Again, to take 1930 census data, in Towa 57 per cent of the land was rented 
by the operator; for Ohio the figure stood at 38 per cent. Mortgages reported by 
44,000 owners in Ohio amounted to 139 million dollars, and in Iowa 46,000 owners 
listed 445 millions of mortgages. The mortgage foreclosures following 1932 added 
further to the acreage rented although it reduced the volume of mortgages out- 
standing. 

* The writer has had the privilege of reading the unpublished Doctor’s disserta- 
tion of Professor A. G. Hart on “Anticipations, Planning, and the Business Cycle,” 
which contains a comprehensive treatment of the economic effects of rationing 
upon the firm. See also J. R. Hicks, Value and Capital (Oxford, 1939), chap. ii. 

t© The literature is abundant. Kaldor, Hicks, and Hart are especially applicable. 
With reference to agriculture see T. W. Schultz, “Theory of Firm and Farm Manage- 
ment Research,” Journal of Farm Economics, XXI (1939), 570-86. 
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agency which plans production and puts plans into effect. The 
conventional supposition is that there is available to the firm an 
unlimited supply of capital resources at going prices" and that 
the entrepreneur therefore adds additional resources until the 
purchase price of the marginal input equals the sales price of the 
marginal output. Rationing of capital or of other forms of inputs, 
however, substantially modifies what happens within the firm. 
The actual techniques of rationing may take several forms: (a) 
rationing of the inputs that may be purchased;” (6) rationing 
of the output that may be sold;* and (c) rationing of the amount 
of capital that may be hired."* In some respects (a) and (c) 
overlap. It is convenient, however, to include the hiring of dur- 
able resources for productive purposes (farm land) as one of the 
means of obtaining capital. It is this third form which we shall 
consider more fully. Two questions arise (1) “How does the 
capital-rationing process work in practice?” and (2) “How much 
does it reduce the returns of the farm?” It is presumed in what 
follows that, if a farmer is not allowed to purchase the use of as 
much capital as is necessary to permit him to add resources up 
to the point where marginal cost equals marginal revenue, the 
average cost per unit of output is necessarily increased; or, to 
put it otherwise, the farm is kept below its best combination of 
resources.*S 

Faced with the necessity of supplementing his own limited 
assets with outside capital, a farmer has two alternatives—he 
may rent or he may borrow. These two are direct substitutes 
when the use of farm land and the capital appurtenances fixed 
to farm land are being purchased, while machinery, livestock, 
fertilizer, seed, and the services of labor are not as a rule rentable. 

™ This does not preclude differential interest rates which, say, are dependent 
upon the ratio of loans to assets. 


Jn agriculture the restriction of the A.A.A. on the use to which a farmer is 
allowed to put his land is one form of rationing of this type. 


"3 Marketing quotas which the farmer is permitted are a case in point. 
4 For a systematic analysis Hart’s dissertation (op. cit.) should be consulted. 


*s The formal analysis of these effects may be arrived at by treating the ra- 
tioned components as limitational factors. 
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Under existing institutional facilities a farmer is allowed to rent 
a larger volume of capital (in the form of farm land and buildings) 
than he is permitted to borrow. The smaller the total assets the 


TABLE 1 


MAXIMUM LIMITS OF ASSETS REQUIRED FOR RENTING 
OR BORROWING CAPITAL 








Assets REQuirep 
or FARMER 





Applied to 
Source anp Use or CAPITAL Typical 
160-Acre 
Percentage Farm at 
Required $100 per 
Acre and 
$2,000 of 
Equipment 





I. When borrowing capital: 
A. To buy land (total value $16,000) 
1. First mortgage ($8 ,o00) 
2. Second mortgage......... 4,000 
B. To buy capital equipment (total value 
$2,000) 
1. Chattel mortgage 


Total (with both second and chattel 
mortgage) 








II. When renting capital: 
A. To rent land (total value $16,000). . . 
B. To buy capital equipment (total value 
$2,000 
1. Chattel mortgage 


Total (with chattel mortgage) $1,000 














*In some instances contract sales are being made with as little as 10 per cent 
down ae ey These, however, are rare and must be considered as exce tical parey 
the product of pressure upon insurance companies to dispose of their land holdings. 

t Norton, Ackerman, and Sayre indicate that most of the tenants in their study 
(1,055 farms) owned at jeast 75 per cent of their working capital. ‘‘Tenants are ex- 
pected to have a higher percen of qonty than owners use their total capital is 
so much smaller” (L. J. Norton, Joseph Ackerman, and C. R. Sayre, Capacity To Pay 
and Farm Financing [Illinois Experiment Station Bull. 449 (Urbana, December, 
1938)]). The so per cent figures used here accordingly must be viewed as an outside 
figure for tenants and not as common experience. 


farmer owns, the greater the relative difference between the 
amount of capital that is rentable and the amount that is borrow- 
able. Table 1 illustrates the maximum limits of going practices. 
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By borrowing the maximum through a first and second mort- 
gage on the farm real estate and a 50 per cent mortgage on the 
chattel (leaving contract sales aside), $5,000 of assets are re- 
quired against $1,000" of assets to operate a farm when it is 
being rented. In order to make plain some of the consequences 
that flow from this, let it be assumed that a 160-acre farm happens 
to be the optimum size, simply meaning by this that, if more than 
$16,000 worth of this kind of farm land were taken on, its returns 
would be less than the extra annual carrying cost of more units 
of land, and the same for equipment above $2,000 in value."? A 
farmer with total assets less than $5,000 has the choice of buying 
a smaller farm (or less equipment or both) or renting a farm. To 
be an owner, therefore, although encumbered with maximum first 
and second mortgages, would entail for a farmer with total assets 
less than $5,000 going to a higher cost combination, and pre- 
sumably the competitive situation would force him to sell his 
labor and that of his family at less than the going rate. What does 
he get in return? Essentially two things: (a) the “privilege” of 
large prospective windfalls and losses and (6), probably more im- 
portant, that higher social status in the community which owner- 
ship bestows. 

There is ample evidence that ownership is bought at the ex- 
pense of the returns to the farmer and his family. When a farmer 
buys, he is generally forced to take on a farm which is too small 
to permit as high a rate of output relative to his labor and manage- 
ment inputs as would be the case if he rented. Wilcox and Strand"* 
found the average owner and tenant farmers in Iowa to differ 
in size as shown in Table 2. 


*6 Or $1,500, if one takes the 75 per cent figures of Norton, Ackerman, and Sayre 
for outstanding tenant farmers in Illinois (L. J. Norton, Joseph Ackerman, and 
C. R. Sayre, Capacity To Pay, and Farm Financing [Illinois Experiment Station 
Bull. 449 (Urbana, December, 1938)]). The first figures, i.e., to own a farm, would 
become $5,500 instead of $5,000 if similarly adjusted. 

7 To keep the analysis manageable, the farmers in this group are assumed to be 
strictly homogeneous. 

**W. W. Wilcox and Norman V. Strand, Differences in Iowa Farms and Their 
Significance to the Planning of Agricultural Programs (Iowa Agricultural Experi- 
ment Station Bull. 260 [Ames, June, 1939]), Appen. C. 
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There is the further fact not only that owners operate smaller 
farms but that they tend to buy farms on the less productive 
soils, again, of course, because it takes less capital. Norton, Ack- 
erman, and Sayre report for 1,055 Illinois farms that owners 
operated farms of 208 acres and tenants of 239 acres."® The size 
of the farm, the quality of the land, the working capital per acre, 
and the value of productive livestock were all lower on farms 
with the highest debt-to-property ratios. Labor and manage- 
ment returns averaged $633 on owner farms and $896, or 40 


TABLE 2* 


DIFFERENCES IN AVERAGE NUMBER OF ACRES FOR 
OWNER AND TENANT FARMERS IN IOWA 








Difference in 
Owner Tenant Size in Favor 
of Tenant 





137 165 28 
152 178 26 
Western livestock... . 156 174 18 
Eastern livestock... . . 142 167 25 
Pasture 148 163 15 














* Source: W. W. Wilcox and Norman V. Strand, Differences in Iowa 
Farms and Their Significance to the Planning of Agricultural Programs 
(Iowa Agricultural Experiment Station Bull. 260 [Ames, June, 1939]). 


per cent more, on tenant farms.”° In the Tarkio Creek study, 
which takes in part of northern Missouri and southern Iowa, 
Schickele and Himmel found that farms with mortgages up to 
$20 per acre averaged 229 acres in size.” As the mortgage debt 
per acre increased, the size of the operating unit declined. Farms 
with over $110 of mortgage debt per acre had a mean size of only 


19 Op. cit. 

2° Jbid., pp. 219-20. It was necessary to impute and subtract earnings for the 
farmer’s own capital. In doing this, I used 4 per cent for owner capital and 6 per 
cent for his tenants’ capital. I used these interest rates upon the advice of Professor 
Norton, senior author of the study. 


#* Rainer Schickele and John P. Himmel, Socio-economic Phases of Soil Conserva- 


tion in the Tarkio Creek Area (Iowa Agricultural Experiment Station Bull. 241 [Ames, 
October, 1938]). 
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137 acres. There was no significant difference in the productivity 
of the soil in relation to the size of the mortgage debt.” 

The evidence just cited plainly points to the fact that the cus- 
tomary practices of credit institutions are such that a farmer in 
the heart of the Corn Belt with less than $5,000 of assets is not 
permitted to establish a firm of optimum size. By framing the 
problem in this way, it becomes evident that, with prevailing 
farm prices, interest rates, and rental rates, when a farmer with 
restricted assets goes from tenancy to ownership, the economic 
effects are either (a) lower rewards to the farmer and his family 
for their labor and management inputs or (b) higher costs reflected 
in higher prices of farm outputs. At present the competitive forces 
are such that, when a farmer makes the shift from renting to own- 
ing, his income is likely to be lowered. This lowering of returns 
is one of the effects which society needs to weigh when it takes 
steps (leaving current lending practices as they are) to lessen 
the amount of tenancy. 


TYPES OF FARM TENURE AND ECONOMIC UNCERTAINTY 


It is necessary to go a step farther and examine why the prac- 


tice of capital rationing has become established. Leaving aside 
such features as legal requirements and customary interest rates, 
which are probably not economic in their origin, it would seem 
that the tap root of this practice is grounded chiefly in economic 
uncertainty.?? This becomes more apparent if we abstract from 
uncertainty, for then expectations would always be realized, and, 


= Up to a point, one type of resource may be substituted for another type with- 
out measurable loss in efficiency. Presumably, other forms of capital might be 
used in place of land since the amount of land that can be purchased is restricted 
by capital rationing. In general, however, a farmer with limited assets is ia no 
position to add additional inputs of fertilizer, better drainage of fields, etc., since 
these inputs also require capital, and rationing appears to come into play about the 
same as it does when he buys land. Accordingly, it is only in labor, especially that of 
his family and his own, where he is in a position to substitute. The marginal rate of 
substitution of land and labor resources is, in general, distinctly limited, much more 
so in grain farming in central Iowa, however, than in dairy farming in northeast 
Towa. 

*3T have in mind the concept of uncertainty essentially as developed by F. H. 
Knight in Risk, Uncertainty and Profit (Boston, 1921). 
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if this were so, there would be no economic reason whatsoever 
for not extending to farmers (and other entrepreneurs) all the 
resources they found it profitable to employ. Or, if it were only 
risk that was at stake in the gap which separates expectations 
and realizations, we might presume that creditors and landlords 
would merely add the necessary risk premium and allow farmers 
to obtain all the resources which they would care to hire at a 
price which included a payment for the risk entailed. But clearly 
this is not what happens. 

Of one thing we are sure in this uncertain world—expectations 
do miss the mark. The best-laid plans of entrepreneurs often go 
astray, some, it seems, more badly than others. This latter fact 
probably contains the key to a better understanding of the forces 
at play and of what might be done to control them. But as yet 
no wholly satisfactory rationale has been worked out for this 
problem so as to point the way to its solution.*4 Suffice it, how- 
ever, for the purpose of this paper to give in skeleton form certain 
essential over-all elements that are involved. All expectations 
must be rooted somehow or other in past experience. We know, 
moreover, (a) that past experiences are not a wholly reliable 
guide to the future and (d) that entrepreneurs, partly because of 
the limitations of past experience and partly for additional rea- 
sons, have imperfect foresight—a lesson which past experience 
teaches all too well. Why this gap exists between expectations 
and realizations raises some of the most perplexing issues con- 
fronting economic analysis. With change as a part of the order 
of economic conditions (a postulate that should appear as self- 
evident as the basic presupposition that people do in fact econo- 
mize their resources) it follows that, unless both the direction 
and the rate of change are known, expected future prices and 
expected technical rates** are subject to errors. When the entre- 

24 The Hicksian formulation is suggestive (see especially chap. x of his Value 
and Capital). Cf. also J. Marschak, “Money and the Theory of Assets,” Econo- 
metrica, VI (1938), 311-25. 

2s By technical rates I have reference to the outputs resulting from given inputs. 
What outputs will result from an input is seldom known definitely and precisely. 


Quite the contrary, input-output rates in farming are shrouded in risk and uncer- 
tainty to an extent not unlike expected prices (Schultz, op. cit.). 
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preneur presumes that he knows how these errors are distributed 
about the mean value which he expects, the presumed probability 
of realizing the expected price (or technical rate) may be ascer- 
tained. This type of imperfect foresight has become associated 
with the notion of risk.” Accordingly, we may note three stages: 
(a) when each expected price and expected technical rate is as- 
sumed to have a single known dimension, we have perfect ex- 
pectations;?’ (b) when the dimension of the expected mean value 
(price or technical rate) is probable and the parameter of the 
probability known, the expectation is imperfect in the sense that 
risk is involved; and (c) when the probability distribution of the 
expected mean value is not known, we step beyond risk into 
economic uncertainty. 

The incidences of uncertainty are distributed quite differently 
in each type of farm tenure. In order to simplify the discussion, 
only the two types—when a farmer leases the resources and when 
he borrows them—will be considered.** As was indicated above, 
these two are the most important types when farm-tenure reform 
is under consideration. 

When the farm is leased, the principal features which determine 
the share of the uncertainty borne by the farmer and that borne 
by the landowner are as follows: (1) In the Corn Belt farm leases 
are typically short-term contracts, most of them running for one 
year. Consequently, neither the tenant nor the landowner as- 
sumes commitments which run ten to forty years into the future, 
as is the case when a farm is purchased on borrowed funds.” If 

26When the probability attached to the expected price, etc., represents the 
views of a particular entrepreneur, it is referred to as subjective risk. 

27 It has become traditional to formulate the basic postulates employed in theo- 
retical analysis in such a way as to exclude imperfect foresight and uncertainty 
(see, e.g., T. W. Hutchison’s criticism in The Significant and Basic Postulates of Eco- 
nomic Theory (London, 1938], chap. iv). 

28 In all this discussion I have purposely avoided treating the part owner, who 
is merely a combination of renter and owner and introduces no new problem from 
the point of view of this paper. In practice it is fairly limited because of the diffi- 
culty of (a) finding a small tract for sale and (5) having adjacent to it another small 
tract that may be rented. 


*°On January 1, 1935, over one-third of all Iowa tenants had been on their 
farms for one year only or less (Rainer Schickele, Farm Tenure in Iowa, Il: Facts 
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interest rates, technology, or prices change, flexibility is at hand 
for the next year, since a new lease may be drawn. (2) Another 
characteristic which is relevant to uncertainty bearing is the 
fact that the rent payments agreed to are usually not in cash but 
are stipulated in terms of commodities.*° Accordingly, in the 
case of rented farms changes in the price of farm outputs do not 
substantially alter the division of gross returns between tenant 
and landowner; both parties thus share the uncertainty inherent 
in future price fluctuations. (3) The assets of the landowner are 
of such a nature that the ratio of dissipation per year to rent per 
year is small even where little or no “supervision”’ is exercised 
currently by the landowner. 

As farming becomes relatively prosperous and farm incomes 
for a period of years fairly stable, tenants prefer to assume leases 
carrying cash rather than the crop-share terms. By 1930 the 
cash leases in Iowa had become as numerous as crop-share leases, 
the ratio being crop share, 45 per cent; cash, 45 per cent; and 
stock share, 10 per cent. With the adverse economic conditions 


on the Farm Tenure System (Iowa Agricultural Experiment Station Bull. 356 (Ames, 


February, 1937)], p. 260). For the east and west North Central states, roughly the 
Corn Belt, the proportion of tenure operators indicating occupancy of less than two 
years at the time the 1930 census was taken was approximately 35 per cent (H. A. 
Turner, A Graphic Summary of Farm Tenure (U.S. Department of Agriculture, 
Miscellaneous Pub. 261 (Washington, December, 1936)], p. 49). A. J. Englehorn 
(Farm Tenure in Iowa, V1: Landlord-Tenant Relationships in Southern Iowa (Iowa 
Agricultural Experiment Station Bull. 372 (Ames, August, 1938)]) reported that, 
out of a sample of 233 farms in southern Iowa, 77 per cent of the leases were one 
year in length. 


3° In 1930, when farms rented for cash were at a peak figure, the Corn Belt states 
reported from east to west: Ohio, 25 per cent; Indiana, 14 per cent; Illinois, 21 per 
cent; Iowa, 45 per cent; and Nebraska, 21 per cent. Centering in Iowa is a section 
where many highly desirable farms are rented for cash to highly responsible tenants; 
even so, for the most of the tenant-operated farms leases run on a share basis. 

3* An examination of the conservation problems gives evidence that many land- 
owners are having their assets depleted slowly, to be true, but apparently without 
being aware that it is going on (see Rainer Schickele and C. A. Norman, Farm 
Tenure in Iowa [Iowa Agricultural Experiment Station Bull. 354 (Ames, January, 
1937)]). 

# “Stock share” is a special form calling for much closer integration of manage- 
ment of the two parties. 
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which set in following 1930 the number of crop-share leases in- 
creased rapidly at the expense of the cash lease. By 1934, 72 
per cent of all leases in Iowa were crop share and only 18 per 
cent cash. This marked the low point. Since then the proportions 
have been changing again, in favor of the cash lease.** The rea- 
sons for this propensity to shift to cash leases during periods such 
as prevailed from 1927 to 1930 or from 1935 to 1939 are (a) 
the recent past incomes were sufficiently high to permit some 
accumulation of capital reserves by the tenant; hence, he was in 
a position to “guarantee” the rent, making the first payment be- 
fore the crop had been harvested and marketed; (6) the cash 
lease is preferred by the farmer because it gives him more entre- 
preneurial freedom; the landlord is less concerned about the de- 
tails of management and leaves the making and execution of the 
production plans more fully to the farmer; and (c) the prevailing 
expectations having become optimistic, wide fluctuations in prices 
in the future are discounted; hence the belief that there was ahead 
less uncertainty from this source, coupled with the willingness to 
pay a larger share of the going returns of the farm as rent (a 
characteristic of the cash contract) for the privilege of having 
greater managerial freedom. 

When a farmer assumes ownership, the assets which he invests 
in the farm real estate are peculiarly vulnerable to changes in 
expected prices, interest rates, and technology. When these take 
a favorable turn, he becomes the recipient of a mighty windfall; 
when they turn against him, his capital losses may become stag- 
gering. The effects of such changes are greater the higher the 
productivity of the soil or, in economic terms, the higher the 
value of the land. For example, the likelihood of potential gains 
or losses is greater for owners in north-central Illinois than for 
owners in middle to southern Illinois, for Iowa farmers than for 
those of Ohio. 

Farm-tenure reforms have not recognized the fundamental im- 
plications of uncertainty bearing which are inherent in the owner- 

33 Lawrence W. Witt, “Incoming and Outgoing Payments of Iowa Farm Fam- 
ilies” (Iowa State College Master’s thesis, 1938), section on “Rent Paid by Iowa 
Farm Operators.” 
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ship of farm land and especially the magnitude of the gain or 
loss that may result when highly productive land like that in the 
heart of the Corn Belt is involved. Let us observe, first, how the 
substantially free-enterprise economy which agriculture repre- 
sents has by a more or less trial-and-error procedure dealt with 
this aspect. The following major features may be observed: (1) 
Farmers with limited assets desiring to become owners select 
small farms, both in size (acres) and in productivity. The pres- 
sure to buy a small farm varies directly with the ebb and flow 
of the general outlook; when the economic horizon appears placid, 
the tendency is more nearly to approach the size assuring the 
lowest average cost. Conversely, with the expectancy that more 
trouble may be ahead in terms of lower prices, etc., the forces 
making for proportionately smaller farms being purchased go into 
effect. (2) Creditors have developed a set of rules to safeguard 
their interests from unexpected changes, the most important one 
of which is that funds are not to be extended beyond a fixed 
ratio of credit to property values. These ratios appear to be 
quite arbitrary, but, when applied, they become fairly flexible as 
between individual borrowers. Even more important to the analy- 
sis at hand is the elasticity that is shown in the treatment of 
borrowers during periods when expectations are clouded with un- 
certainty compared to periods when the outlook is more assuring. 
This latter form of elasticity stems directly out of the general 
state of confidence. For example, after a run of years when re- 
turns to agriculture were distinctly favorable, such as prevailed 
from 1900 to 1910, the effective margins required by creditors 
were lowered. Hence, also, the effects of capital rationing were 
less pronounced. In contrast, after the decade of more or less 
chronic depression experienced by much of the Corn Belt agri- 
culture following 1920, creditors in a number of ways increased 
the effective margin even though the traditional ratios of debt 
to property values were not altered. To list but a few of the 
devices employed: the appraisals that were made of the property 
on which the mortgage was placed were stiffened; the amount of 
capital which the farmer had available for operating the farm 
was more carefully scrutinized and a larger amount insisted upon; 
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and provisions for shorter term contracts were introduced. It 
should be noted that the changing of the interest rate is not nec- 
essarily one of the ways by which creditors discourage or encour- 
age borrowing. As a matter of fact, interest rates charged farmers 
declined absolutely during the period since 1920, a stretch during 
which the general outlook has been less certain than theretofore.*4 
This further focuses attention upon the over-all fact that the 
supply of resources which the farmer is permitted to hire in the 
capital market is rationed. 

We shall now bring together the several issues dealt with in 
this paper. Taking the family farm as an ideal, an end which 
society desires, we have sketched the economic effects of capital 
rationing and uncertainty upon two classes of farmers: (a) those 
who supplement their limited assets by borrowing funds and (6) 
those who do so by renting the resources. Within the framework 
of present institutions and practices, farmers who hire funds from 
outside sources in order to establish a firm are more likely to 
obtain sufficient capital to do this by renting rather than by 
borrowing. Furthermore, ownership of a farm results in the farm 
family bearing a much larger share of the economic uncertainty 
that lies ahead than it does when the farm real estate is being rented. 

Two conclusions with reference to farm-tenure reform follow. 
In the first place, changing tenant farmers over to encumbered 
owners reduces measurably the returns of farmers who have lim- 
ited assets. Higher costs of production are entailed, and this re- 
sults in lower labor and management rewards to the farm families 
that made the shift. Unless the reform measures also are suc- 
cessful in altering the credit institutions enough to offset fully 
the shrinking effects on size of farm of borrowing compared to 
renting, the result is a net loss in income. From this, however, 
it cannot be inferred that the resulting loss in income is neces- 
sarily too high a “price” to pay for the privilege of having more 
farm operators who own their farms. In terms of the values which 

34 W. G. Murray, Corporate Land, Foreclosures, Mortgage Debt and Land Values 
in Iowa, 1939 (Iowa Agricultural Experiment Station Bull. 266 [Ames, December, 


1939]), p. 322. Interest rates rose temporarily after 1920, came back to the earlier 
level by 1923, and dropped substantially after 1933. 





324 T. W. SCHULTZ 


farmers who desire to be owners may possess or which lie back o. 
the collective actions of society, it may well be worth giving up 
this much income and even more. There is, however, the alterna- 
tive which needs carefully to be explored, namely, that credit 
facilities may be adjusted to compensate for the loss resulting 
from capital rationing when funds are borrowed. Thus far, how- 
ever, the tenancy legislation that this country has initiated has 
not provided this type of compensating offset. Instead, it has 
allowed the shrinkage in size of farm to make itself felt.*5 In the 
second place, the unforeseeable windfalls and losses which arise 
out of changes in prices, interest rates, and technology make 
ownership, especially when the property is heavily incumbered, 
a much greater gamble for the farmer than is the case when he 
rents. His capital assets may be doubled or trebled in a decade 
or wiped out in a few years. The tidal wave of farm foreclosures 
in the early thirties should be sufficient evidence of what may 
happen to the capital assets of a farm family when these are used 
in making a part payment in order to buy a farm.* It is perfectly 
plain that the incidences of uncertainty fall much more heavily 
upon farmers who are heavily incumbered than they do upon 
those who keep their assets in equipment, livestock, and other 
essentially liquid forms, as is the case more generally when the 
farmer is a tenant. Uncertainty, therefore, presents the second 
economic obstacle which must be fully taken into account when 
farm-tenure reforms are promulgated. Thus far it has not been 
reckoned with in the schemes planned to facilitate more owner- 
operated farms. 

3s The tenant-purchase loan program of the United States government in 1938 
and 1939 assisted 85 farm families in Iowa to buy farms. These farms averaged 
144 acres in size. The average cost per farm with improvements was $9,923, whereas 
the net worth of the borrower averaged $3,113. On the surface it would appear 
that probably somewhat less shrinkage has resulted than would have occurred if 
these 85 farm families had supplemented their capital by borrowing from other 
sources; nevertheless, the general pressure is all in the direction of small farm units. 
No information is at hand as to the relative managerial capacity of the farmers 
given this aid. 

36 The foreclosed land from 1931 to 1935 represented virtually 9 per cent of all 
land in Iowa, with the holdings of corporations, chiefly insurance companies, reach- 
ing 11.9 per cent of all farm land, January 1, 1939 (see Murray, op. cit.). 
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I. TREASURY DEPOSITS’ AND THE MONEY-MARKET STRUCTURE 
Some: after the organization of the Federal Reserve 


System the Federal Reserve banks assumed the role of 

banker for the government in conformity with generally 
accepted ideas of the proper functions of central banks. Few per- 
sons appear to realize that the relationship thus established pro- 
vides the monetary authorities with a powerful weapon of mone- 
tary control. It is quite obvious, however, that because the cen- 
tral banks hold both Treasury deposits and member-bank reserve 
deposits, a change in the former will tend to produce an exactly 
inverse change in the latter, provided of course that other things 
remain equal. By varying the size of the balance which it carries 
with the Federal Reserve banks, the Treasury can effectively con- 
trol the reserve position of the member banks. Moreover, the 
various monetary operations of the Treasury make their effects 
felt via Treasury deposits. For example, additions to the gold 
stock normally produce additions to member-bank reserves, but 
under present conditions the new reserves appear as the result of 
a reduction in Treasury deposits, and the Treasury subsequently 
restores its balance to the former level by depositing newly issued 
gold certificates in the Reserve banks. In recent years move- 
ments of Treasury deposits have been an important short-run 
factor in the money market. There is some evidence that some of 
these movements have been deliberately induced in order to con- 
trol the volume of member-bank reserves. In the following sec- 
tions of this paper an attempt will be made to trace the effects of 
major movements of Treasury deposits and to analyze the use- 
fulness of deliberate control of this factor as an instrument of 
monetary management. 
%. Wherever in this paper “Treasury deposits” are referred to without qualifica- 
tion, Treasury deposits with the Federal Reserve banks are to be understood. 
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Under present conditions the volume of excess reserves seems 
to be the primary determinant of the state of the money market. 
Earlier, according to Riefler, the primary determinant was the 
volume of member-bank indebtedness at the Reserve banks, but 
Riefler’s thesis still holds if one regards excess reserves as negative 
indebtedness.* If the suggested modification of Riefler’s basic 
thesis is accepted, it follows that the monetary policy appropriate 
to a given situation may be made effective by inducing a change 
in the volume of excess reserves. The Federal Reserve authorities 
themselves are poorly equipped to induce such changes, if the ex- 
perience of recent years is to be taken as indicative of their ability 
and willingness to apply the weapons at their command. Varying 
legal reserve ratios is uncertain in effect and is regarded as a device 
to be used only infrequently. Selling of government securities in 
the open market is a weapon that may not be used freely in 
periods of deficit financing. Certainly, no one will seriously accept 
variations in the discount rate as an effective means of credit con- 
trol in periods of huge excess reserves. The Treasury, whose 
powers to control excess reserves equal if they do not exceed those 
of the Federal Reserve authorities, may, however, regulate the 
volume of excess reserves by varying the size of the balance which 
it carries with the Federal Reserve banks. For some time in the 
future it appears likely that considerable reliance will have to be 
placed on this and other Treasury control devices if excess re- 
serves are to be controlled. 

The volume of member-bank reserves at any given time is the 
net result of interaction of a host of factors which may con- 
veniently be arranged as factors supplying reserve funds and 
factors using reserve funds. If one regards the net result of these 
factors as reserve balances held by member banks, then by sub- 
tracting required member-bank reserves one arrives at the 


2 W. W. Riefler, Money Rates and Money Markets in the United States (New York: 
Harper, 1930), p. 27. 

3 Federal Reserve Bulletin, XXI, No. 7 (1935), 419-29. Riefler (op. ci#., pp. 
237-59), who originally presented the basic method of approach, arranged the 
factors so as to reveal the causes of changes in Federal Reserve credit. The rear- 
rangement suggested in the Federal Reserve Bulletin enhances the usefulness of 
Riefler’s technique in analyzing money-market phenomena when the situation is 
one of excess reserves. 





TREASURY DEPOSITS AND EXCESS RESERVES 327 


amount of excess reserves.‘ Our primary interest is in the con- 
trollability of the factors, and it is important to note that only 
Reserve bank credit is directly controllable by the Reserve au- 
thorities; although the power to vary reserve ratios, it must be 
admitted, gives them some control over required member-bank 
reserves and hence over excess reserves. The Treasury, however, 
has certain powers over the monetary gold stock, Treasury cash, 
Treasury deposits, and Treasury and national bank currency. In 
this paper attention is focused on the Treasury-deposits factor, 
because, as has already been pointed out, the impact of Treasury 
operations on the money market is transmitted by changes in 
Treasury deposits in Federal Reserve banks.‘ 


Il. FACTORS AFFECTING TREASURY DEPOSITS 
IN FEDERAL RESERVE BANKS 


The Treasury carries substantial balances in both the Federal 
Reserve banks and the commercial banks. Disbursements are 
made by drawing checks against the balance at the Reserve 
banks, although a minor amount of disbursements is made by 
direct payment from funds held in commercial banks.® The bulk 


of the deposit balances in commercial banks are special deposits 
which come into existence as the result of sale of newly issued 
government securities to commercial banks. When a bank pur- 
chases newly issued government securities, it may pay for them 
by setting up on its books a deposit to the credit of the Treasurer 
of the United States.? These deposits are not drawn upon di- 


‘It is perhaps superfluous to observe that the amount of required reserves is 
determined primarily by the amount and location of member-bank deposits and 
by the required reserve ratios. 

5 Anyone interested in the Treasury’s recent operations in gold, silver, and foreign 
exchange will find an informative account in G. Griffith Johnson, The Treasury and 
Monetary Policy, 1933-1938 (Cambridge: Harvard University Press, 1939). This 
is a comprehensive study, but it gives only passing mention to the ability of the 
Treasury to exercise control of the money market via Treasury deposits. Obviously, 
the appearance of Johnson’s study makes unnecessary detailed descriptions of 
many Treasury operations, and to save space frequent reference will be made to 
this work. 

* For a more detailed account see W. R. Burgess, The Reserve Banks and the 
Money Market (rev. ed.; New York: Harper, 1936), chap. vii, “Bankers for the 
Government.” A brief description of the Treasury payment mechanism is given 
in the Federal Reserve Bulletin, XXIII, No. 1 (1937), 1-3. 

? This statement does not apply to Treasury bills. They are usually sold for 
cash, that is, they are paid for by checks, which when collected produce an addition 
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rectly but are transferred to Reserve banks and then drawn upon. 
Under certain conditions, therefore, the sale of securities by the 
Treasury does not produce an increase in its deposits with the 
Federal Reserve banks. Ordinarily, however, the receipt of funds 
by the Treasury causes an increase in its balance at the Reserve 
banks, and, similarly, payments made by the Treasury cause a 
decrease in its balance. In its dealings with the general public the 
Treasury does not, except to a negligible degree, pay out or re- 
ceive paper money and coins. 

If the Treasury were concerned only with the collection of 
taxes, the payment of government expenses, and the management 
of the public debt, matters would be comparatively simple, but 
complications are introduced by what will be termed here the non- 
fiscal operations of the Treasury. The Treasury acts as a bank of 
issue, as a bank for various governmental credit corporations, as 
a trustee for various government trust funds, and as manager of 
the government’s stabilization fund. To describe fully the Treas- 
ury’s functioning in these various capacities would be beyond the 
scope of this paper, but it must be noted that receipts and dis- 
bursements in connection with these operations have an im- 
portant influence on the Treasury’s balance with the Reserve 
banks. Changes in this balance are the net result of the flow of 
funds through the Treasury. The complex of forces may be sum- 
marized by listing the principal operations which increase and 
decrease Treasury deposits with Federal Reserve banks. 

The following operations increase the amount of Treasury 
deposits in Reserve banks: 

1. Deposit by the Treasury of newly issued gold certificates, silver certifi- 
cates, and coins 
2. Collection of taxes, customs duties, fines, etc. 
3. Sale of government property or services 
. Sale of government securities, exclusive of sale to commercial banks 
which purchase securities by crediting special deposits on their own books 


to Treasury deposits in Federal Reserve banks. Departures from this practice have 
taken place occasionally. These will be commented upon later. Early in 1935 
some banks purchased newly issued government securities by cash, even though 
they might have used the “book credit” method (Federal Reserve Bulletin, XX1, 
No. 4 [1935], 203). This episode may, however, be regarded as typifying the ex- 
ceptional rather than the normal practice. 
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. Transfer of deposit balances to Federal Reserve banks, where such de- 
posit balances were previously located in depository commercial banks 

. Sale of securities by governmental credit corporations, such as the Recon- 
struction Finance Corporation, the Commodity Credit Corporation, etc. 
(The Treasurer of the United States credits the agency with the funds 
but holds them in whatever form is convenient to the Treasury.) 

. Receipt of funds by governmental credit corporations 

. Receipt of additions to government trust funds such as the various 
social security trust funds and the Indian trust funds 


The following operations, which are largely counterparts of 
those just enumerated, reduce the amount of Treasury deposits 
in Reserve banks: 


1. Withdrawals of cash from Reserve banks. (This operation is of little im- 
portance in fact. From time to time, however, the Reserve banks ship 
coins and paper money no longer fit for circulation to the Treasury for 
retirement or replacement.)® 

. Payment of the running expenses of the government such as salaries, 
interest, construction costs, etc. 

. Purchase of property from private persons 

. Retirement of government securities 

. Retirement of securities issued by governmental credit corporations 

. Disbursement of funds by governmental credit corporations 

. Reduction in government trust funds, such as payment of social security 
benefits 

. Purchase of gold and silver 


The above lists are not complete, but they cover major Treas- 
ury operations. The stabilization fund’s operations have not been 
mentioned because the fund utilizes a special deposit account 
with the New York Federal Reserve Bank.? The volume of Treas- 
ury receipts and disbursements is large in relation to the average 
balance so that a high rate of turnover is characteristic of the 


* Actually, there appears to be no statutory provision which would prevent the 
Treasury from withdrawing its deposits from the Federal Reserve and the mem- 
ber banks in cash and thus applying deflationary pressure to the banking sys- 
tem. As a practical matter, however, the withdrawal of cash from the Reserve 
banks is a mere routine practice. 


* See Johnson, of. cit., p. 99. The size of the fund’s balance with the New York 
Federal Reserve Bank has been revealed as of certain dates (see New York Times, 
March 1, 1939, and Bulletin of the Treasury Department, January, 1940, pp. 49-50). 
Short-run changes in this deposit account are difficult to trace since, as Johnson 
Notes, special effort is made to keep secret the operations of the stabilization fund. 
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Treasury’s balance with the Reserve banks.’® We are interested 
here, however, in the changes in the absolute size of the balance 
rather than in its activity. In the chronological account of move- 
ments of Treasury deposits that follows, the importance of cer- 
tain of the above-enumerated operations will be brought out. 
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Fic. 1.—Working balance in general fund, Treasury deposits in Federal Reserve 
banks, and member-bank excess reserves, 1934-39 (end-of-month figures). 


The size of the Treasury’s balance at the Reserve banks is one 
of the major determinants of member-bank reserves. In recent 
years the baiance has fluctuated over a wide range with per- 
ceptible effects on excess reserves. A summary view is given in 
the accompanying chart (Fig. 1), and a cursory inspection of the 
movements of Treasury deposits and excess reserves suggests that 
changes in the former are the primary short-run factor in causing 
changes in the latter. 


© Burgess, op. cil., pp. 109-10. 
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There is some reason to investigate the causes of wide fluctua- 
tion in Treasury deposits. Are the changes merely the result of 
sporadic changes in the flow of funds through the Treasury, or 
are they the result of deliberate manipulation carried out with 
the intention of controlling the quantity of excess reserves? There 
are some grounds for inferring that the latter is the correct ex- 
planation, and the substantiation of this contention obliges one 
to examine carefully the behavior of Treasury deposits. 


Ill. RECENT MOVEMENTS IN TREASURY DEPOSITS 


Under the Roosevelt administration the Treasury has fol- 
lowed the practice of carrying a much larger amount of cur- 
rent assets in the general fund than was customary in earlier 
years. The so-called working balance has been large, and Treas- 
ury deposits in Federal Reserve banks have often been in excess 
of $1,000,000,000." The recent behavior of the working balance 
and Treasury deposits is shown in Figure 1.% For many years 
prior to 1933 the working balance was of moderate size (approxi- 
mately $300,000,000) and Treasury deposits were small (ap- 
proximately $100,000,000)."* Wide variations in Treasury de- 
posits in Reserve banks would obviously have been very dis- 
turbing to the money market in the period when excess reserves 
were negligible, and measures to prevent such variations were 
regularly employed." 

"The Treasury working balance, which is reported in the Daily Statement of 
the Treasury Department, is obtained by deducting from the total assets of the 
general fund the following: (1) seigniorage on silver, (2) a portion of the gold re- 
valuation profit, and (3) certain liabilities, such as outstanding Treasury checks. 
Actually, the working-balance figure somewhat overstates the Treasury’s current 


resources, for some of the assets of the general fund, such as national bank notes 
awaiting destruction, are not available for expenditure. 

™ The data used in constructing this chart are end-of-month figures obtained 
from Annual Reports of the Secretary of the Treasury and from recent numbers of 
the Monthly Bulletin of the Treasury Department. No data for the working balance 
for the first part of 1934 are given, hence the gap in this series. 

3 Burgess (op. cit., p. 112) presents a chart showing the cash position of the 
Treasury for the period 1870-1935. 

"4 In the main the Treasury deposits were kept stable by careful timing of Treas- 
ury receipts and disbursements; sales and retirement of short-term government 
securities being utilized to compensate for sporadic movement of other receipt and 
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In recent years, however, excess reserves have been large, and 
perhaps as a result of this situation the Treasury has abandoned 
the policy of equalizing deposits in Federal Reserve banks. Figure 
1 shows the variations, and except for 1937, which will be com- 
mented upon presently, Treasury deposits in Reserve banks have 
been unusually large and have fluctuated violently. The Treas- 
ury’s large working balance has never been fully justified, al. 
though from time to time the secretary of the Treasury has ex- 
pressed satisfaction with the strong cash position of the Treas- 
ury."’ That, however, is a matter which need not be gone into 
in this paper since our interest is centered on that portion of the 
working balance which is held in the form of deposits at the Re- 
serve banks. It should be noted, however, that, equipped with a 
huge working balance, the Treasury may maintain large deposits 
with Reserve banks, meeting its current disbursements by reduc- 
ing the other components of the working balance." 

Certain episodes in recent years are worthy of detailed com- 
ment. The causes of minor week-to-week movements of Treasury 
deposits in Federal Reserve banks are sufficiently recorded in the 
financial periodicals. Some of the larger movements, however, 
must be examined. The year of 1935 produced nothing startling, 
except a sharper-than-customary rise in Treasury deposits at the 
March tax date, but it is interesting to observe that for the year 
as a whole, which was one of increasing excess reserves, such 
variations in excess reserves as occurred were caused principally 
by variations in Treasury deposits in the Federal Reserve banks." 


disbursement items. Tax-date equalizations were especially carefully worked out. 
See C. O. Hardy, Credit Policies of the Federal Reserve System (Washington: Brook- 
ings Institution, 1932), pp. 68-69. 

18 See, for example, the comments of the secretary of the Treasury to the press 
on April 10, 1939 (New York Times, April 11, 1939). On this occasion the secretary 
explained that the Treasury was well prepared to meet any emergency which might 
arise from the European situation. Similar comments have been reported on other 
occasions. See, for example, ibid. March 5, 1940, where the point is made that, 
with a large working balance, the Treasury can select favorable times for new 
financing. 

6 This appears to have been done during the first part of 1936 (Federal Reserve 
Bulletin, XXII, No. 3 [1936], 141). 


17 Ibid., XXI, No. 4 (1935), 201-3; and No. 10, p. 641. 
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By the end of 1935 public attention had been focused on excess 
reserves, but it was not until July, 1936, that the Federal Reserve 
Board saw fit to increase the legal reserve requirements of member 
banks in order to reduce the amount of excess reserves. However, 
excess reserves ceased increasing at the end of 1935, largely as a 
result of the Treasury’s increasing its deposit balance in the 
Reserve banks. If the sharp increase in Treasury deposits, which 
carried the total to almost $900,000,000 by the end of March and 
resulted in a level of well over $500,000,000 for the first six 
months, is a mere coincidence, it is certainly a remarkable one. 
That the large volume of Treasury deposits is something more 
than an accident is suggested by the rapidity with which 
Treasury deposits declined after the Federal Reserve Board an- 
nounced the imposition of higher legal reserve ratios. By the 
year-end, Treasury deposits had dropped to about $100,000,000— 
a decline of $1,300,000,000 from the high point of $1,421,000,000 
on June 17, 1936. The Treasury’s working balance during the 
latter half of 1936 also declined sharply, but it is interesting to 
observe that the Treasury-deposits component of the working 
balance bore the brunt of the decrease. During the first half of 
1936 the Federal Reserve Bulletin contained frequent comments 
on the effects of the large volume of Treasury deposits in Federal 
Reserve banks as a factor restricting excess reserves, although 
these comments do not indicate that the desire to control excess 
reserves was the motive for the Treasury’s holding unusually 
large deposits in Reserve banks."* The inference is unmistakable, 
nevertheless. The Treasury manipulated its balance so as to con- 
trol the reserve position of the member banks." 

During 1937 the Treasury returned to the practice of carrying 
Treasury deposits in Reserve banks of moderate amount. The 
total rarely exceeded $200,000,000, and, when it did, it rose by 
only about $100,000,000 for a few days. By midyear, excess re- 


8 Ibid., XXII, No. 1 (1936), 1; No. 3, p. 141; No. 4, p. 213; No. 5, p. 312. 

'? The payment of the soldier’s bonus in the latter half of 1936 is perhaps suffi- 
cient justification for building up and then drawing down Treasury deposits in 
Reserve banks—that is, if a fiscal consideration is sought as justification. If that 
is the correct explanation, then one can only say that a fiscal operation incidentally 
served a monetary purpose. 








334 EDWARD C. SIMMONS 


serves had been reduced to approximately $1,000,000,000, mainly 
by further increases of legal reserve ratios which became applica- 
ble on March 1 and May 1, 1936. Sterilization of additions to the 
monetary gold stock by the Treasury, introduced in December, 
1936, had prevented the continued growth of the gold stock from 
increasing excess reserves.”° In the face of large excess reserves 
the money market showed some evidence of strain, particularly in 
the case of New York and Chicago banks, whose excess reserves 
had practically vanished because of correspondent withdrawals.” 
Treasury operations in July and August cut heavily into the re- 
serves of New York and Chicago banks, forcing the federal funds 
rate up from one-quarter of 1 per cent to one-half of 1 per 
cent.” The Treasury’s role in the money market must have 
caused some concern in official circles, for during September 
prompt steps were taken to meet the situation, and, what is most 
interesting, the steps taken were Treasury measures rather than 
Reserve System measures.” 

As a result of the stringency in the money market during the 
summer of 1937 the Open Market Committee announced that it 


proposed to conduct open-market operations to ease seasonal 
strains.24 The Committee also recommended to the Board of 


2° For an account of this measure see Johnson, of. cit., pp. 133-60. Johnson’s 
account sets forth the mechanics of sterilization in detail and in addition throws 
some light on the question as to whether the Treasury or the Reserve authorities 
formulated the sterilization policy originally. Johnson also endeavors to discover 
the reasons for the abandonment of this program. 

2t Annual Report of the Board of Governors of the Federal Reserve System for 1937, 
pp. 3-10. 

= Federal Reserve Bulletin, XXIII, No. 7 (1937), 629; and No. 9, p. 820. The 
federal funds rate is one of the most sensitive barometers of the money market. It 
is the rate which banks pay other banks for reserve balances on deposit with Re- 
serve banks. The selling bank delivers a check on its Reserve bank in exchange for 
a cashier’s check on the buying bank (or sometimes a draft on another commercial 
bank). For further explanation see W. H. Steiner, Money and Banking (New York: 
Holt, 1933), pp. 691-93; and B. C. Turner, The Federal Funds Market (New York: 
Prentice-Hall, 1931). Open-market rates scarcely reflect this short-term situation, 
and the Bulletin described the episode as “no perceptible tightening” (ibid., XXTII, 
No. 9 [1937], 820). 

43 The purchase of $38,000,000 of government securities by the Reserve banks 
during November, 1937, is so minor a move that it scarcely deserves mention. 

4 Annual Report of the Board of Governors of the Federal Reserve System for 1937; 
P. 9- 
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Governors that it request the Treasury to desterilize certain 
amounts of gold, and this was done September 13 by the release 
of $300,000,000 from the inactive fund.*s The initial effect of this 
operation was to increase the gold-certificate reserves of the Re- 
serve banks and Treasury deposits. The Treasury promptly spent 
the funds, principally by redeeming maturing Treasury bills, and, 
because of a fortuitous excess of disbursements over receipts, 
Treasury deposits were reduced to about $100,000,000 by the end 
of September.”* Obviously, if the Treasury had not promptly 
reduced Treasury deposits, desterilization would have been nuga- 
tory. This point is of some interest in view of what happened 
when further desterilization took place in 1938. The growth of 
excess reserves in the final quarter of 1937 was primarily the 
result of Treasury operations. 

The outstanding event in the money market in 1938 was the 
abandonment of formal sterilization in April. To the extent that 
this operation affected excess reserves, the influence was felt via 
Treasury deposits in Reserve banks. Only passing mention need 
be made of the transitory plan announced February 14, 1938, to 
sterilize thereafter only part of gold increments.?7 On April 16, 
1938, the sterilization plan was formally abandoned. The Treas- 
ury issued gold certificates against gold previously held in the 
inactive fund and also against certain amounts of gold which had 
been accumulated in the general fund. The immediate effect was 
to increase Treasury deposits at the Reserve banks by almost 
$1,400,000,000, bringing the total to $1,500,000,000."" Simul- 
taneously, the board of governors ordered a reduction in required 
reserve ratios, which action added approximately $750,000,000 


*S Federal Reserve Bulletin, XXIII, No. 10 (1937), 965-66. Cf. Johnson, op. 
cit., pp. 136-39, for a critique of easing the domestic money market by desteriliz- 
ing gold. 


© A part of the new Treasury bill offerings in September was sold on a book- 
credit basis rather than for cash to prevent the Treasury’s deposits from increasing. 
This operation had the effect of preventing a loss of excess reserves (Federal Re- 
serve Bulletin, XXIII, No. 10 [1937], 966). 


*" For details see Johnson, of. cit., p. 140. 


** The gold in the inactive fund was $1,183,000,000 and that in the general fund, 
$209,000,000 (Federal Reserve Bulletin, XXIV, No. 5 [1938], 343-44). 
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to excess reserves.”? The Treasury immediately began a system- 
atic reduction of Treasury deposits by redeeming outstanding 
Treasury bills, announcing on April 22, 1938, the intention of 
retiring $50,000,000 each week thereafter until further notice.* 
This policy continued until midsummer, by which time $800,000,- 
ooo of bills had been retired.** This measure, although unques- 
tionably effective in adding to excess reserves, appears to have 
caused some embarrassment to the Open Market Committee, for 
it found considerable difficulty in replacing maturing bills in the 
Reserve System’s open-market account. The combination of in- 
creasing excess reserves and a declining volume of short-term 
government securities obliged the committee to allow maturing 
bills to run off without replacement and to shift to longer-ma- 
turity government securities.** Treasury deposits in Reserve 
banks were reduced to about $500,000,000 by the third quarter 
of 1938 but remained considerably higher for the year as a whole 
than in 1937. Had Treasury deposits been reduced to the low 
level of 1937, excess reserves would have increased even more 
during 1938. 

In 1938 the Federal Reserve Bulletin called attention to an 


interesting practice of the Treasury respecting acquisitions of 
gold. This practice is for the Treasury to pay for gold by drawing 
on its balance at the Reserve banks, but, instead of immediately 
replenishing the balance by depositing gold certificates issued 
against the newly purchased gold, the Treasury for a time holds 
the gold in the general fund. This practice was followed during 
the time that formal sterilization was practiced and again there- 


29 Annual Report of the Board of Governors of the Federal Reserve System for 1938, 
PP. 73-74- 

3° Federal Reserve Bulletin, XXIV, No. 5 (1938), 344. Maturities of $100,000- 
ooo were scheduled for each week, so that only half the amount maturing was re- 
deemed in cash. 

3tIn April, 1938, the Treasury, apparently desirous of reducing Treasury de- 
posits, again sold bills on a book-credit basis (ibid., No. 4 [1938], p. 252). 

»# Annual Report of the Board of Governors of the Federal Reserve System for 1938, 
pp. 76-84. The published record of the committee’s policy decisions indicates that 
almost the entire effort of the committee was directed to deciding on the desired 
categories of government securities. 
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after.** In recent years the Treasury has in effect delayed the 
impact of gold on the monetary system by refraining from issuing 
gold certificates as rapidly as its gold holdings increase. If the 
Treasury were to hold its deposit balance at the Reserve banks 
constant, purchasing gold in effect from revenue receipts and 
borrowed funds, it would be sterilizing gold just as effectively as 
by the now abandoned formal sterilization technique.** 

The events of 1939 affecting the size of Treasury deposits 
call for only brief comment. For the year as a whole Treasury 
deposits were large, as is shown in Figure 1. During the final 
quarter the amount dropped on several occasions to a little more 
than $300,000,000. The point to bear in mind is that the huge 
excess reserves of 1939 would have been even larger in volume had 
the Treasury not chosen to maintain large deposits with the Re- 
serve banks. In short, the restraining influence of 1938 persisted 
in 1939. 

In looking back over the behavior of Treasury deposits in 
recent years one observes that movements of Treasury deposits 
have had an important effect on the reserve position of member 
banks. On the whole, the amount of excess reserves has been 
held down by the practice of the Treasury of carrying larger 
deposits with the Reserve banks than was customary in earlier 
years. Also, in general, the impact of additions to the monetary 
stocks of gold and silver upon bank reserves has been delayed by 
the Treasury’s practice of allowing an interval to elapse between 
purchase of gold and silver and issue of gold and silver certifi- 
cates.*S The Treasury, so to speak, controls the gate valve which 

33 Federal Reserve Bulletin, XXIV, No. 7 (1938), 557- 

The amount of gold held in the general fund is not inconsequential, the 
amount being frequently in the neighborhood of $300,000,000. In April, 1939, the 
amount was $600,000,000. 

3s Formal sterilization of gold is the most striking example of this delayed im- 
pact. Reduced to its simplest terms, sterilization simply involved paying for gold 
by drawing down Treasury deposits and the restoration of Treasury deposits by the 
sale of government securities. Desterilization permitted the Treasury to make pay- 
ments for a time by drawing down Treasury deposits obtained by deposit of newly 
issued gold certificates. In the case of purchasing gold, which is placed in the general 
fund, the impact of gold-stock additions on bank reserves is delayed in similar 
fashion. With regard to silver purchases, the practice of the Treasury of issuing 
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regulates the flow of net additions to the bank reserves of the 
country. This is aside from considerations of the effects of Treas- 
ury operations on the distribution of bank reserves among the 
commercial banks. The flow of funds through the Treasury in 
connection with the Treasury’s activities in its various capacities 
has important effects on the distribution of reserves among the 
commercial banks. Reserve funds are absorbed from certain 
banks when the Treasury deposits in Federal Reserve banks in- 
crease and, although these reserve funds are subsequently restored 
to the banking system by Treasury disbursements, the reserves do 
not necessarily return to the same banks from which they came. 
As has been observed in the Federal Reserve Bulletin, Treasury 
borrowing, coupled with deficit spending, has had the effect of 
moving excess reserves from New York banks to interior institu- 
tions. Recently this effect has been less noticeable because the 
Treasury has been provided with funds to a considerable extent 
by the sale of securities to government trust funds and has not 
relied as much as formerly on selling new securities in the New 
York money market.** It should now be apparent that the move- 
ments of Treasury deposits are a crucial factor in the money 
market. Through this medium new reserves are fed into the 
banking system, and through this medium reserves are drawn off 
from one group of banks at one time and restored perhaps to 
another group of banks at another time. 


IV. CONTROL OF TREASURY DEPOSITS AS A MONETARY WEAPON 


In the foregoing chronological account of recent movements 
in Treasury deposits with Federal Reserve banks, the reader’s 


silver certificates only as rapidly as the Reserve banks can pay them out to member 
banks results in a lag between the purchase of silver bullion and the creation of 
excess reserves. On this practice see Johnson, of. cit., p. 194. Perhaps the most 
striking example of all is the utilization of the gold profit. In the main this is locked 
up in the Treasury in the form of the unused resources of the stabilization fund, 
The retirement of national bank notes by means of the disbursement of a portion 
of the gold profit, which process is not yet complete, tends to leave member-bank 
reserves unchanged. A detailed analysis of the utilization of the gold profit will be 
found in ibid., pp. 46-51. 

36 Federal Reserve Bulletin, XXV, No. 9 (1939), 711. Two interesting charts 
accompany these comments illustrating the reduced effects of Treasury operations 
in 1937-39 in comparison to 1934-36. 
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attention was directed to several episodes in which it appears that 
Treasury deposits were deliberately regulated in order to produce 
changes in the quantity of excess reserves. Without speculating 
further as to the causes of the variations which have taken place, 
one can safely state that the Treasury could, if it chose to do so, 
manage by this means the reserve position of the member banks. 
The rate at which new reserves are permitted to filter out into the 
banking system via Treasury deposits may be controlled, as well 
as the rate at which funds flow through the Treasury. On the 
other hand, the Treasury may adopt a hands-off ‘policy such as 
it pursued during the 1920’s and hold constant at a low level the 
volume of Treasury deposits. The question posed is whether or 
not the Treasury should utilize its potential powers as a balance 
holder with the central bank as a means of credit control. 

Those who hold to the belief that the Reserve authorities con- 
stitute the monetary authority of the nation would probably take 
the position that the Treasury should not deliberately vary its 
balance with the Reserve banks in an attempt to control the 
reserve position of the member banks, on the ground that this 
sort of thing is properly the function of the Reserve authorities. 
To this school of thought the Treasury would be operating prop- 
erly if it followed the practice of the Treasury in the pre-1933 era, 
during which time Treasury deposits were held low and nearly 
constant. Such a policy is tantamount to the Treasury’s renounc- 
ing any intention of using its powers to control member-bank 
reserves, which powers, as has been noted, arise from its strategic 
location in the maze of monetary machinery that constitutes the 
monetary system of the United States, if the term “system” 
can properly be employed to describe that complex structure.*’ 
Although superficially attractive, this line of thought seems to 
be doomed to disappointment, for the Treasury is endowed with 
monetary-control weapons which overshadow those of the Re- 
serve authorities, and, what is perhaps more important, the day of 
the politically independent central bank supreme over monetary 

37In this connection reference might be made to an interesting chart in L. B. 
Currie, Supply and Control of Money in the United States (2d ed.; Cambridge: 


Harvard University Press, 1936), p. 61. This chart sets forth the variables which 
determine the supply of money. 
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policy appears to have passed.** One may as well accept the fact 
that Congress has endowed the Treasury with extensive mone- 
tary-control powers and proceed to the consideration of effec- 
tiveness of these weapons and the potential usefulness of them.» 
Confining the discussion, then, to the technical question of the 
use that might be made of the Treasury-deposits weapon, a few 
suggestions will be made as to its role in supplementing the tra- 
ditional devices of monetary control. 

Earlier in this paper the observation was made that the Reserve 
authorities are poorly equipped to control the quantity of excess 
reserves, although one must be prepared to admit that, unless 
someone can exercise control over this element, monetary policy 
cannot be made an instrument of economic control. Since there 
is some likelihood that a condition of excess reserves has become a 
permanent part of the money-market situation, the monetary 
authorities must be able to induce increases and decreases in the 
volume of excess reserves in order to make effective the appro- 
priate monetary policy.*° The variable reserve ratio seems to be 
appropriate to produce changes of large magnitude at infrequent 
intervals in the quantity of excess reserves.“ This weapon must 

38T shall not stop to argue the merits of this ideal. Anyone interested in this 
aspect of the matter will profit by reading G. G. Johnson’s recent study. Recent 
developments in the United States and their implications are considered in some 
detail. 

39 Congress may at some time in the future clarify the status of the Reserve 
authorities with respect to the Treasury. The board of governors has already made 
a request for such clarification in a statement to the House and Senate Committees 
on Banking and Currency (New York Times, April 10, 1939). Johnson, interestingly, 
seems hopeful that co-ordination of policy-making and operations can be effected 
through the executive branch of the government by means of the anonymous White 
House secretariat (op. cit., pp. 210-16). Presumably this method of co-ordination is 
now functioning, although no details as to how co-ordination is accomplished have to 
my knowledge been made public. 

#° Return in the near future to a situation of low excess reserves such as that of 
the decade of the 1920’s seems highly improbable. It may well be that banks have 
now become as reluctant to be without excess reserves as they were to be in debt 
to the Reserve banks in the earlier period. Whatever is done about the present 
huge volume of excess reserves, there seems little possibility that excess reserves 
will completely disappear. 

# At any rate, the Reserve authorities regard this as the proper function of the 
variable reserve ratio. For a defense of a variable reserve ratio varying continuously 
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be supplemented by others that are capable of continuous use 
with greater precision. The Reserve authorities have suggested 
that open-market operations will serve in this capacity, but again, 
as noted in the introductory section of this paper, sales of govern- 
ment securities by the Reserve authorities may not be practical 
in periods of Treasury-deficit financing. In a previously published 
paper I explored the suggestion of Professor Viner that borrowing 
in the market by the Reserve banks might well be utilized in lieu 
of open-market sales.“ I now wish to suggest that control of 
the Treasury deposits with the Federal Reserve banks affords a 
similar means of regulating the volume of excess reserves. 
There may appear to be some inconsistency inthe argument 
that increasing and decreasing of Treasury deposits may some- 
times be a more effective means of controlling excess reserves 
than sales and purchases of government securities by the Reserve 
banks. One may take the position that the final effects are the 
same if the Treasury sells securities, building up its balance 
with the Reserve banks, or if the Reserve banks sell securities. 
In either case the money market loses funds, and the body of 
holders of government securities is obliged to increase its hold- 
ings. The following considerations must not be neglected, how- 
ever: (1) Treasury deposits may be increased at the expense of 
the money market without the necessity of selling new securities 
because of the many other avenues open to the Treasury by 
which the flow of funds to the Treasury may be made to exceed 
the current outflow. (2) If security sales are employed as the 
means of absorbing funds, the Treasury can select the type of 
security issue appropriate to the condition of the money market, 
but the Reserve banks can sell only the particular issues which 
they happen to be holding.** (3) The Reserve banks must hold 


and automatically, see L. L. Watkins, “The Variable Reserve Ratio,” Journal of 
Political Economy, XLIV (1936), 366-68. 

# “Borrowing in the Market by the Federal Reserve Banks: An Appraisal of 
a Possible Control Device,” American Economic Review, XXVIII (1938), 235-46. 

4 At the present time, for example, Reserve bank holdings of short-dated 
government securities are very small. The Treasury, however, can create short- 
dated issues if the need appears to be for that type of issue. 
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continuously some earning assets to cover the costs of their 
operation, and, although this factor ought not to dominate, none- 
theless the reduction of excess reserves by some means which 
leaves their earnings unchanged is not undesirable. (4) During 
the past several years the Washington authorities have apparently 
seen fit to employ this method of credit control, which suggests 
that they regard it as a desirable method. 

Intentionally or unintentionally, the Treasury has been em- 
ploying this device in the past few years, and there appears to be 
no barrier to its being openly employed as a substitute for open- 
market operations.‘4 There is, to be sure, one fundamental diffi- 
culty to the reduction in excess reserves by this means, and that 
is the willingness of the Treasury to bear the cost (in the form of 
interest and in the form of a larger public debt) of maintaining 
a larger volume of cash resources than fiscal reasons justify. The 
reduction of Treasury deposits presents no such problems, for 
outstanding securities may always be retired with favorable re- 
sults on the interest cost and on the amount of the public debt. 
In view, however, of the huge working balance which the Treas- 
ury has carried in recent years, it does not appear that these con- 
siderations are of serious weight. Certainly, the cost of borrowing 
funds in order to immobilize excess reserves ought not to be the 
deciding factor in matters of monetary policy.** Moreover, bor- 
rowing in the market by the Treasury rather than by the central 
bank has this to recommend it: The Treasury can supply un- 
limited amounts of readily acceptable securities, whereas the cen- 
tral bank cannot. The machinery for obtaining control of sur- 
plus reserve funds is already established in the money market in 

44 One might pause here to observe that the Treasury has in effect, and perhaps 
unconsciously, utilized the Treasury-deposits device to its own advantage. In 
1938, for example, the Treasury drew down its balance with Reserve banks with 
consequent increase in excess reserves and then sold new securities in large volume 
toward the year-end at surprisingly low yields. To see a sinister hand at work in 
this episode is perhaps to see something which is not actually present, but no one 
will deny that the Treasury’s timing of its financing was good. 

«s Nonetheless, one must not forget that an audible public clamor arose during 


the sterilization episode over the costs of borrowing money to purchase gold. Ob- 
viously, borrowing in the market by the central bank is less likely to provoke public 


opposition. 
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connection with deficit financing, but if the central bank were to 
attempt to apply borrowing in the market, new machinery would 
have to be created.** On balance, then, the conclusion is that if 
borrowing in the market is to be performed to control excess 
reserves the operations should be conducted by the Treasury 
rather than by the Reserve banks. 

Any forecast as to the future policies of the Treasury with 
respect to Treasury deposits would be presumptuous, but one can 
at least express the hope that the authorities are giving serious 
consideration to the matters which have been discussed in this 
paper. Treasury deposits ought not to be permitted to fluctuate 
at random, and they might well be employed as a supplementary 
means of regulating the volume of excess reserves. 

46 Some consideration ought perhaps to be given to the public-debt limit as a 
barrier to the use of this device. However, even if the public-debt limit were to 
remain unchanged, the Treasury could still utilize the various trust funds as a 
means of cash holding. This is borrowing in the market by indirection, but the 


refraining from investing cash accumulated in trust funds would have the same 
effect as public sales of new securities. 
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I 


IHE exposition of the theory of exchange rates under the 
gold standard has been simplified by most writers by the 


device of assuming that there are only two countries, both 
on the gold standard, engaged in international trade. Thus, Mar- 
shall, in discussing the “limits of variation of the exchanges be- 
tween countries whose currencies are based on gold,” illustrated 
the effect of the gold standard on exchange rates by considering 
“the workings of the exchange between two neighbouring coun- 
tries, France and Belgium,” and by supposing “them to trade only 
with one another.”" Similarly, Professor Taussig assumes that 
only two countries, England and the United States, are engaged 
in international trade and that the only transactions leading to 
the use of bills of exchange are those by which goods are sold.? 
Under these assumptions, all that can be said of exchange rates 
is that the gold standard sets limits to their variation. Neverthe- 
less, many writers have mistakenly concluded that, when the 
balance of payments is even, the rate of exchange will be at par.* 
Thus, Marshall wrote: “If then the claims for immediate pay- 
ment held in Belgium on France, on account of goods sold, money 
borrowed, remittances due, etc., were equal to the total claims 
held in France against Belgium; then those who had claims to 
sell on Belgium would just balance those who needed to buy 
claims Exchanges would be at par.”’* And Professor Taus- 


* Alfred Marshall, Money, Credit, and Commerce (London, 1923), p. 144. 

? F. W. Taussig, Principles of Economics (4th ed.; New York, 1939), I, 439-40. 

3 Viner notes that “Ricardo, J. S. Mill, Bastable, Marshall, Taussig, have all, 
at one time or another, made the same error” (Jacob Viner, Studies in the Theory of 
International Trade [New York, 1937], p. 379 0-). 

4 Op. cit., p. 144. 
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sig, in his analysis, explains the nature of the mint par and the 
importance of the supply of and demand for bills by exporters and 
importers. He concludes that “if the money value of the imports 
just equals the money value of the exports, the bills of exchange 
exactly liquidate the transactions. Under such circumstances, 
exchange will be at par.”’s 

This view is now regarded as mistaken. An equilibrium in the 
balance of payments does not mean that the exchange rate will 
be at par.© What then can be said of exchange rates under the 
assumption that there are only two countries, both on the gold 
standard, engaged in international trade? According to Professor 
Viner, all that can be said under these conditions is that “when 
the balance of payments is even the exchanges will be somewhere 
within the [specie] export and import points” and “equilibrium 
between the amount of foreign bills demanded and offered is as 
likely to be reached at any one as at any other rate within the 
limits of the specie points.” He concludes that “‘the mint par has 
significance for the exchanges only as a base point from which to 
determine the specie export and import points.’’? 

In the remainder of this paper the analysis of exchange rates 
under the gold standard is extended to conditions where three 
(and then four) countries are engaged in international trade, with 
the production and movement of gold a part of the prevailing 
pattern of international trade relations. These conditions are as- 
sumed not only because they are more nearly in conformity with 
the actual world but also because they permit a test of the signifi- 
cance of the mint par and the specie points as factors determining 
the rate of exchange under complex conditions. 


II 


Assume a gold-standard world in which output tends to expand 
and with it money incomes. In this world not only is gold a basis 


5 Op. cit., p. 440. 

6 The correction of this error has been made by Harry D. White, The French 
International Accounts, 1880-191 3 (Cambridge, 1933), p. 156 n., and by Viner, op. 
cit., P. 379. 

7Op. cit., p. 379. 
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for the monetary systems but it is also used for industrial pur- 
poses. Consequently, countries will generally require additional 
gold for their industries and for the increase of their monetary 
reserves. A country producing gold may provide for its own 
needs, but a country without gold fields will have to import gold 
under ordinary circumstances.* In this gold-standard world there 
are three countries engaged in international trade, and their cur- 
rencies are bought and sold in the foreign exchange markets. Two 
of these countries ordinarily maintain active balances of payments 
and import gold; the third, a gold-producing country from which 
the others acquire industrial and monetary gold, ordinarily main- 
tains a passive balance of payments and exports gold. So long as 
the gold-importing countries maintain active balances of pay- 
ments and the gold-exporting country maintains a passive balance 
of payments, regardless of the precise magnitude of the net bal- 
ances, the various balances of payments will be regarded as 
normal, and exchange rates under these conditions will be re- 
garded as normal rates of exchange.’ The problem is to consider 
the factors that determine the normal rates of exchange. 

* The necessity of this condition was apparent to Nassau W. Senior, whose analy- 
sis of international trade from the point of view of a gold-importing country is of 
considerable interest. In his Lectures on the Cost of Obtaining Money, etc. (London, 
1830), he said: “But I would ask those to whom it is not evident, Whether England 
and France and other countries which use plate and money, without possessing 
mines, must not annually import a certain quantity of the precious metals to supply 
the annual wear of plate and money? Whether they must not obtain this supply 
directly or indirectly from the countries possessing mines?” (Lecture I, p. 12). 
Marshall (0p. cit., p. 153) recognized that ‘a country, having no gold mines, im- 
ports gold on the balance under ordinary circumstances,” although he seems to 


have made no use of this condition in considering exchange rates between gold- 
standard countries. 


* For a country with expanding output and rising money incomes that produces 
insufficient gold for its needs the proper balance of payments is that which permits 
a net import of gold just sufficient to satisfy the industrial demand for gold and the 
necessary increase in the monetary stock of gold. Whether such 2 country can main- 
tain the proper balance of payments depends not only on national and inter- 
national economic conditions but also on the world-production of gold. However, 
even when such a gold-standard country cannot maintain the proper balance of 
payments, it will generally have an active balance of payments. For a discussion of 
the proper balance of payments see E. M. Bernstein, Money and the Economic Sys- 
tem (Chapel Hill, 1935), p. 391. 
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Let us use an illustration embodying these assumptions. The 
two countries for which the normal rate of exchange is to be de- 
termined are England and the United States. The gold-producing 
area is a third country, A. The mint parities for England, the 
United States, and Country A are £1 = $5.00 = As5.00. The cost 
of transporting £1 or $5.00 in gold from Country A to Eng- 
land or to the United States, regardless of the amount sent, is 
assumed to be Ao.o4. Under these conditions what will be the 
normal rate of exchange between England and the United States, 
the gold-importing countries? 

With normal balances of payments, both England and the 
United States will be acquiring gold simultaneously from Country 
A. The normal rates on English and American exchange in 
Country A, therefore, will have to be at the gold export points, 
that is, A5.o4 for £1 and As.04 for $5.00. Furthermore, the nor- 
mal dollar-sterling rate of exchange will have to be at the mint 
par, for only at this rate can England and the United States simul- 
taneously acquire gold from the gold-producing area, Country A, 
a necessary condition with normal balances of payments. 

Consider the situation that would exist if the rate of exchange 
between England and the United States were to deviate from the 
mint par for very long. At $4.99 for sterling no gold would flow 
from Country A to England, for sterling exchange could be ac- 
quired more economically in Country A by sending gold to the 
United States at a cost of Ao.o4 for $5.00 and then using American 
funds to buy sterling exchange at the rate of $4.99 for £1. Simi- 
larly, if the sterling rate of exchange were $5.01 for £1, no gold 
would flow from the gold-producing area to the United States, 
for dollar exchange could then be acquired more economically in 
Country A by sending gold to England and then using English 
funds to buy dollars at the rate of $5.01 for £1."° 

The normal rate of exchange between England and the United 
States under these assumptions must be the mint par, for both 
countries can acquire gold simultaneously, which must occur with 

#° The costs of buying and selling bills of exchange are disregarded. More pre- 


cisely, the normal rate of exchange under these conditions could vary from the mint 
par by the costs of arbitrage transactions. 
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normal balances of payments, only if the rate of exchange between 
them is at the mint par. It should be noted that the precise con- 
dition of the particular balance of payments between England and 
the United States will not affect this normal rate of exchange, 
provided only that each country maintains an active balance of 
payments in the total of its international transactions. 

A slight change in the illustration will bring out more sharply 
the relation of the mint par and the costs of transporting gold 
from the gold-exporting country to the gold-importing countries 
to the normal rate of exchange between the gold-importing coun- 
tries. Retaining the same mint parities, let us now assume that 
the cost of transporting gold from Country A to England is Ao.o4 
for £1 and that the cost of transporting gold from Country A to 
the United States is Ao.os for $5.00. It is still assumed, of course, 
that the various balances of payments are normal, that is, Eng- 
land and the United States maintain active balances of payments, 
and Country A maintains a passive balance of payments. 

Now, what must be the normal rate of dollar-sterling exchange 
—the rate that will permit gold to flow simultaneously from Coun- 
try A to England and to the United States? It can only be $4.99 
for £1." At that rate, with normal balances of payments, gold 
will flow to both countries; at any other rate, gold will flow to 
only one country. At $5.00 for sterling, American funds could be 
acquired more economically in Country A by sending gold to 
England and then using English funds to buy American exchange. 
In that way dollars could be acquired in Country A at a cost of 
A5.04 for $5.00 instead of As.o5 for $5.00, the cost of sending gold 
to the United States and selling it for dollars. Similarly, if the 
rate of exchange were $4.98 for sterling, gold would flow only to 
the United States. At that rate sterling could be acquired in 
Country A at a cost of As5.03 for £1 instead of As5.04 for £1, the 
cost of sending gold to England and selling it for sterling. With 
normal balances of payments, the rate of exchange will have to be 
$4.99 for £1, for only at that rate can gold flow simultaneously 

" For simplicity, the difference in value between $0.01 and Ao.o1 has been dis- 


regarded. More precisely, the normal rate of exchange must be $5.00—Ao.o1 for 
£1, that is, $4.9901 for £1. 
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to England and to the United States, the countries assumed to be 
importing gold.” 

It is now possible to state the rule that, abstracting from ex- 
change rates all arbitrage costs, when two countries on the gold 
standard (England and the United States) import gold simul- 
taneously from one gold-producing area (Country A), the normal 
rate of exchange between them will be their mint par plus the 
excess (or minus the deficiency) of the cost of import of gold from 
Country A to England over the cost of import of gold from 
Country A to the United States. As this conclusion depends on 
the assumption that the same quantity of gold must have the 
same value in Country A, whether it is exported to England or to 
the United States, the rule may also be stated in this form: the 
ratio of the normal rate of exchange and the mint par between 
England and the United States, when both countries are import- 
ing gold simultaneously from Country A, will equal the ratio of 
the gold-import points of England and the United States with 
respect to Country A." 


Ill 


The analysis may be further extended by considering the fac- 
tors that determine the normal rate of exchange between two 
countries, England and the United States, with active balances of 
payments, acquiring gold simultaneously from either or both of 
two gold-producing areas, countries A and B, with passive 
balances of payments. The mint parities are assumed to be 
£1 = $5.00 = A5.00 = B5.00. 

If in both gold-producing countries the cost of transporting 
gold to England and to the United States is precisely the same, 
say Ao.o4 from Country A and Bo.o4 from Country B for £1 or 
$5.00, then the normal rate of exchange will be $5.00 for £1. If 


12 If the cost of transporting £1 in gold from Country A to England were Ao.os, 
and the cost of transporting $5.00 in gold from Country A to the United States 
were Ao.o4, then disregarding arbitrage costs and the difference in value between 
Ao.o1 and $0.01, the normal rate of exchange would have to be $5.01 for £1. 

"3 Cf. this rule with Viner’s statement that “the mint par has significance for the 
exchanges only as a base point from which to determine the specie export and import 
points” (op. cit., p. 379). 
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the cost of transporting gold from Country A to England or to the 
United States is Ao.o4 for £1 or $5.00, while the cost of trans- 
porting gold from Country B to England or to the United States is 
Bo.os for £1 or $5.00, the normal rate of exchange will still be 
$5.00 for £1. At any other rate of exchange than the dollar- 
sterling mint par, gold will flow from both gold-exporting areas to 
only one country—at less than $5.00 for £1, gold will flow only 
to the United States; at more than $5.00 for £1, gold will flow 
only to England. At the dollar-sterling mint par, the normal rate 
of exchange between England and the United States under these 
conditions, both countries can acquire gold simultaneously either 
from Country A or from Country B or from both." 

Let us change the illustration somewhat to emphasize the sig- 
nificance of the same difference in the cost of transporting gold 
from the gold-exporting countries to the gold-importing countries. 
Still retaining the same mint parities, let us assume that the cost 
of transporting £1 in gold from Country A to England is Ao.o3 
and that the cost of transporting $5.00 in gold from Country A 
to the United States is Ao.os5; and let us assume that the cost of 
transporting £1 in gold from Country B to England is Bo.o2 and 
that the cost of transporting $5.00 in gold from Country B to the 
United States is Bo.o4. The normal rate of exchange must then be 
$4.98 for £1, that is, the dollar-sterling mint par minus the same 
difference in the cost of transporting gold from the gold-exporting 
countries to England and to the United States."s At a higher rate 
of exchange both Country A and Country B will find it more 
economical to send gold exclusively to England; at a lower rate 
of exchange both Country A and Country B will find it more 
economical to send gold exclusively to the United States. Only at 
the normal rate of exchange can England and the United States 

™ Disregarding the costs of arbitrage transactions, it will have to be true that 


the normal rate of exchange between Country A and Country B, under the as- 
sumed conditions, is their mint par, i.e., As.co= Bs.oo. 
*s For simplicity, the difference in value between $0.02 and Ao.o2 or Bo.o2 has 


been disregarded. More precisely, the normal rate of exchange must be $5.00— Ao.o2 
for £1, i.e., $4.98008 for £1. 
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both acquire gold simultaneously either from Country A or from 
Country B or from both.” 

In these illustrations, although there are two gold-exporting 
countries, the result is fundamentally the same as if there were 
only one gold-producing area. The normal rate of exchange be- 
tween England and the United States is determined by the dollar- 
sterling mint par and by the difference in the cost of transporting 
gold from the two gold-exporting countries to England and to 
the United States. However, with two gold-producing areas, the 
gold-importing countries may acquire gold simultaneously from 
either or both gold-exporting countries. 

One major condition still remains for consideration to complete 
the analysis of the normal rate of exchange between gold-import- 
ing countries. Retaining the same mint parities, let us now as- 
sume that the difference in the cost of transporting gold from the 
two gold-exporting countries to England and to the United States 
is no longer the same. Assume that the cost of transporting £1 in 
gold from Country A to England is Ao.o4 and that the cost of 
transporting $5.00 in gold from Country A to the United States 
is Ao.os; and assume that the cost of transporting £1 in gold from 
Country B to England is Bo.o7 and that the cost of transporting 
$5.00 in gold from Country B to the United States is Bo.os. What 
rate of dollar-sterling exchange is now consistent with the simul- 
taneous acquisition of gold by England and by the United States? 

At the dollar-sterling mint par it is obvious that Country A 
would export gold only to England and that Country B would 
export gold only to the United States. Both gold-producing coun- 
tries could acquire exchange on England and the United States 
most economically in this way. The direction of gold exports 
would remain the same as long as the rate of exchange was more 
than $4.99 and less than $5.02 for £1. Within this range of ex- 
change rates—more than $4.99 and less than $5.02 for £1—there 
would be no inducement for Country A to divert any of its gold 


16 Disregarding the costs of arbitrage and the slight difference in value between 


Ao.or and Bo.or, the normal rate of exchange between countries A and B will have 
to be As.co= B4.99, i.e., the mint par minus their difference in the cost of shipping 


gold to the gold-importing countries. 
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exports from England or for Country B to divert any of its gold 
exports from the United States.'? However, the normal rate of 
exchange cannot be more than $5.02 for £1, for at that rate even 
Country B could acquire American funds more economically by 
sending its gold exports to England; and, similarly, the normal 
rate of exchange cannot be less than $4.99 for £1, for at that rate 
even Country A could acquire English funds more economically 
by sending its gold exports to the United States." 

The precise limits of the range of the dollar-sterling normal rate 
of exchange, in this instance $4.99-$5.02 for £1, may be signifi- 
cant for the distribution of gold from the two gold-exporting 
countries. Consider the situation that must arise if the gold ex- 
ported from Country A is larger relative to England’s needs than 
is the gold exported from Country B relative to the needs of the 
United States. England will no longer acquire all the gold ex- 
ported from Country A, and the United States will now acquire 
gold in addition to that exported from Country B. The normal 
rate of exchange will have to be $4.99 for £1, the lower limit of 
the range of the normal rate of dollar-sterling exchange under the 
basic assumptions. At this rate of exchange all the gold exported 


'7In determining this range of normal exchange rates, the costs of arbitrage 
transactions have been disregarded, and no allowance has been made for the slight 
difference in value between $0.01 and Ao.o1 and between $0.02 and Bo.o2. 


8 It should be emphasized that in this case, as in the others, there is a definitive 
cross-pattern of all exchange rates for every dollar-sterling rate within the normal 
range of $4.99-$5.02 for £1. Disregarding costs of arbitrage and the slight differ- 
ences in the value of $0.01, Ao.o1, and Bo.or, the rates will have to be as follows: 

£1 =$ 5.02 £1 = $5.01 £1 = $5.00 £1 = $4.00 
£1 =As.04 £1 =As.04 £1 =As.04 £1 =As.04 
£1 =Bs.07 £1 =Bs.06 £1 =Bs.05 £1 =Bs.04 
$s.00=As.02 $s.00=As.03 $s.co=As.04 $s.00=As.o5 
$s.0o=Bs.05 $s.00=Bs.05 $s.0o=Bs.os $s.00=Bs.o5 
As.co=Bs.03 As.co=Bs.02 As.co=Bs.o1 As.co=Bs.0o 
The schedule of rates must satisfy the following conditions: sterling rates on Coun- 
try A and dollar rates on Country B are always at the gold-import points; dollar- 
sterling rates and A-B rates are within the range determined by the mint par and the 
two differences in the costs of sending gold from countries A and B to England and 
to the United States; dollar—A rates are equal to As.o4 minus the excess of the dollar- 
sterling rate above its mint par; sterling-B rates are equal to Bs.os plus the excess of 
the dollar-sterling rate above its mint par; A-B rates are equal to Bs.o1 plus the 
excess of the dollar-sterling rate above its mint par. 
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from Country B and part of the gold exported from Country A 
will flow to the United States. The rate of exchange cannot be at 


TABLE 1 


COSTS OF TRANSPORTING GOLD AND THE 
NORMAL RATE OF EXCHANGE 
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any other level if the United States is to receive part and only part 
of the gold exported from Country A. At a higher rate of ex- 
change than $4.99 for £1, the United States will receive none; at 
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a lower rate of exchange than $4.99 for £1, the United States will 
receive all the gold exported from Country A. 

Finally, consider the situation that must arise if the gold ex- 
ported from Country B is larger relative to the needs of the United 
States than is the gold exported from Country A relative to Eng- 
land’s needs. England will have to acquire part of the gold ex- 
ported from Country B in addition to all the gold exported from 
Country A. The United States will now acquire only part of the 
gold exported from Country B. The normal rate of exchange will 
have to be $5.02 for £1, the upper limit of the range of the normal 
rate of exchange under the basic assumptions, for only at this 
rate can England receive all the gold exported from Country A 
and part of the gold exported from Country B, while the United 
States receives none of the gold exported from Country A and 
only part of the gold exported from Country B. 

It is nowpossible to state therule that, abstracting from exchange 
rates all arbitrage costs, when two countries on the gold stand- 
ard (England and the United States) import gold simultaneously 
from two gold-producing areas (countries A and B), the normal 
rate of exchange between them will be within the limits set by (a) 
their mint par plus the excess (or minus the deficiency) of the cost 
of import of gold from Country A to England over the cost of 
import of gold from Country A to the United States and by (6) 
their mint par plus the excess (or minus the deficiency) of the 
cost of import of gold from Country B to England over the cost 
of import of gold from Country B to the United States. 

Table 1 shows the normal rate of dollar-sterling exchange under 
various assumptions regarding the cost of transporting gold from 
countries A and B to England and to the United States. 


IV 


The preceding analysis of the normal rate of exchange between 
gold-standard countries depends for its validity on the assump- 
tion that there is a definite and normal pattern of gold move- 
ments, with some countries ordinarily importing gold and others 
ordinarily exporting gold. The normal rate of exchange refers to 
the rate that must prevail while this pattern of gold movements 
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continues. It does not imply that the pattern of gold movements 
cannot change. It is nevertheless true that countries are for com- 
paratively long periods either gold-importing or gold-exporting 
countries. For this reason the concept of a normal rate of ex- 
change may be useful in a study of exchange rates between gold- 
standard countries. 

Obviously, actual exchange rates between gold-importing 
countries may for a time lie on either side of the normal rate or the 
range of the normal rate of exchange. Such a movement of the 
exchange rate between countries ordinarily importing gold may 
occur whenever, for some reason, gold imports are halted or in 
more extreme cases when gold exports take place. There is no 
need to analyze at length the factors that may lead to such a situa- 
tion. A change in international trade conditions, a crop failure or 
some other fortuitous cause, extreme seasonality in imports or 
exports, or relatively large cyclical fluctuations in business in one 
of the countries could lead to an interruption of gold imports and 
even to temporary gold exports. Whatever the reason for this 
change in the pattern of gold movements, when the exchange rate 
between two countries ordinarily importing gold moves outside 
the range of their normal rate, the ultimate limits of the move- 
ment of the exchange rate are determined by the gold shipping- 
points between them. 
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I. INTRODUCTION 


ITHIN the last three years seven of the nine Cana- 

dian provinces and the Dominion Government have 

adopted new legislation concerning trade-unions. Al- 
though the inspiration for this legislation has undoubtedly been 
the American National Labor Relations Act of 1935, the provin- 
ces have set up a very different procedure, which may be of inter- 
est to those who criticize or commend the American product. The 
Canadian legislation deals both with the right to organize and 
with conciliation and arbitration, and these two phases will be 
discussed separately in that order. 

It must, of course, be borne in mind that despite the fact that 
Canada is a federation like the United States its “constitution’” 
differs in at least four respects: there is no “due process” clause 
or other bill of rights,? all criminal law is of federal concern,? all 
residual powers are vested in the Dominion Government,‘ and 
the Dominion may veto amy provincial act.’ However, it has 
been held by the British Privy Council that the Dominion may 
not deal directly with civil rights within the provinces® nor take 


* The British North America Act, 30 & 31 Vict., cap. 3 (1867). 

* But note the remarks of Mr. Justice Cannon in the Canadian Supreme Court 
ruling re free speech in the Alberta cases, (1938) Supreme Court Reports 100, at 145. 

3 B.N.A. Act, sec. 27. 

‘ Ibid., sec. 29. 

5 Ibid., sec. go. 

® Toronto Electric Commissioners v. Snider, (1925) Appeal Cases 396. However, 
the Canadian Press of January 20, 1940, indicates the possibility that appeals from 
the Canadian Supreme Court to the House of Lords may be eliminated. In this 
event it is possible that certain changes may be written into the “constitution” by 
the Canadian courts. 
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control of matters merely by declaring the subject to be within the 
scope of criminal law.’ 

Although the Dominion had legalized strikes in 1890° (and 
peaceful picketing in 1934°), by removing them from criminal 
prosecution, and had recognized trade-unions for registration 
purposes in 1872"° (in an Act held wlira vires in 1930)," in general 
there was no statutory recognition of labor organizations by the 
provinces. Until 1937 only three provinces had legislation con- 
cerning them. British Columbia in the Conciliation Act of 1893” 
had granted unions the right of recommending conciliators if the 
unions represented a majority of the employees concerned in a 
dispute and also recognized that discharge for union membership 
was a valid cause for a dispute—but this legislation was repealed 
the next year; also, in 1902," this Province exempted union officers 
from injunction and union funds from liability for actions during 
a labor dispute, though in 1926"* and 1933"5 the courts held that 
because of the federal criminal law powers the Act conferred no 
immunity. Manitoba in 1919"° recognized the right of both em- 
ployers and employees to organize “for any lawful purpose”’ and 
permitted collective bargaining. The third province, Quebec, in 
1924"7 permitted incorporation of trade-unions of twenty or more 
persons and conferred on them certain rights to hold property 
and enter into enforcible agreements with employers. However, 
all the provinces except Prince Edward Island had by the end of 


7 Ontario v. Reciprocal Insurers, (1924) A.C. 328, at 342. 

8 Dominion Statutes, chap. 27, sec. 19 (1890). 

9 Ibid., chap. 47, sec. 12g (1934). 

1° Ibid., chaps. 30 and 31 (1872); chap. 37 (1892). 

™ Amalgamated Builders’ Council v. Herman, (1930) 2 Dominion Law Reports 513. 

2 British Columbia Staiutes, chap. 21 (1893). 

3 Ibid., chap. 66 (1902). 

"4 Schuberg v. International Alliance of Theatrical Stage Employees and Moving 
Picture Operators, 37 B.C.R. 248 (1926) and 38 B.C.R. 130 (1927). 

's Rex v. Richards and Woolridge, 48 B.C.R. 381 (1933). 

%6 Manitoba Statutes, chap. 43 (1919); sec. 7 was to “encourage the formation of 
organizations.” 

7 Quebec Statutes, chap. 112 (1924). 
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1932 given the Dominion the right to investigate and conciliate 
intraprovincial labor disputes under the Industrial Disputes In- 
vestigation Act of 1925." 

As students of labor legislation are aware, this Act,’® originally 
passed in 1907 in an attempt to settle disputes in industries af- 
fected with a public interest, was declared ulira vires the Do- 
minion parliament in 1925” except in so far as it concerned purely 
interprovincial labor disputes. The new Act and the provincial 
enabling legislation were to serve the same end. In those cases 
to which it was applied it appears to have been successful, for 
out of 866 applications for boards of conciliation and investiga- 
tion made by the end of 1936, only 39 had not averted strikes or 
ended those already commenced. There were, however, many 
strikes in enterprises not under the aegis of either federal or pro- 
vincial legislation. From 1931 through 1936 there occurred an 
average of over 130 strikes a year, reaching peaks in 1934 and 
1936. Most of the decisions of these boards concerned wages, 
but in recent years some boards have recommended, since they 
have no power to order, the recognition of labor organizations 
for collective bargaining, the holding of elections to settle a dual 


union dispute, the payment of back wages by a company breaking 
a collective agreement, and even the reinstatement with back pay 
of a worker unjustly discharged.** Perhaps the influence of labor 
board decisions under the National Industrial Recovery Act may 
be seen herein. 


*® Dominion Statutes, chap. 14 (1925). Alberta, however, retained much of the 
investigatory power in her own hands. 

19 Ibid., chap. 20 (1907), and subsequent amendments. 

*° Toronto Electric Commissioners v. Snider, (1925) A.C. 396. 

"Canada Labour Gazette, XXXVII (1937), 720 (this includes 163 cases not 
clearly subject to the Act). 

* Ibid., 292. There were 278 strikes in 1937, but the year 1936 is taken as the 
last complete year before the provincial legislation herein discussed was passed. 

*3 See reports published in the Canada Labour Gazette: XXX (1930), 887 and 
1126; XXXV (1935), 397; XXXIX (1939), 782; XXXIV (1934), 101; XXXII 
(1932), 1048; XXXIV (1934), 402; XXXIX (1939), 128. They have, however, 
refused to order that an agreement be signed when reached (sbid., XX XIX [1939], 
135). 
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There seems little doubt that the large number of strikes during 
the years following 1930—a great increase over the number in 
the twenties—coupled with pressure from organized labor to pass 
statutes comparable to the National Labor Relations Act in the 
United States was the principal reason why the provinces adopted 
labor relations legislation of their own. Once some of the prov- 
inces had acted, the boards under the Industrial Disputes Investi- 
gation Act sometimes brought in recommendations based on the 
provincial statutes.** At any rate, the provinces quickly adopt- 
ed collective bargaining principles when once the example had 
been set by Alberta. 


Il. RIGHT TO ORGANIZE 


Between April 14, 1937, and April 9, 1938, Alberta (whose 1938 
revision will hereafter be referred to), Manitoba, Nova Scotia, 
British Columbia, Saskatchewan, and New Brunswick,” in the 
order given, adopted legislation conferring on employees the right 
to form trade-unions for any lawful purpose without interference 
from anyone.” Except for Nova Scotia and Saskatchewan, how- 
ever, all these provinces and Quebec”? exempt domestic servants 


and agricultural labor. Saskatchewan has no exclusions, but cer- 
tain other groups are excluded in New Brunswick, Nova Scotia, 
and Quebec.”* British Columbia, Alberta, and Manitoba specifi- 
cally include strikers as employees; in the other provinces they 
are presumably included under sec. 2(e) of the federal I.D.I. Act 
of 1925. All except Nova Scotia and Saskatchewan confer organi- 
zation rights upon employers.” The latter Province has the only 


%4 Ibid., XXXVIII (1938), 371 and 725 (New Brunswick). 

2s Alberta: (1937), chap. 75, (1938), chap. 57; Manitoba: (1937), chap. 40, 
(1939), Bill 63; Nova Scotia: (1937), chap. 6; British Columbia: (1937), chap. 31, 
(1938), Bill 34; Saskatchewan: (1938), chap. 87; New Brunswick: (1938), chap. 
68, (1939), chap. 41. 

26 Nova Scotia (sec. 7) and New Brunswick (sec. 9) prevent interference by 
employers only. 

* Statutes (1937), chap. 49, sec. 1b, and chap. so. 

28 New Brunswick: crown employees; Nova Scotia: coal miners, confidential 
employees; Quebec: crown employees, railway employees, the blind. 

29 In Manitoba this is limited to employers of ten or more. 
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Act defining “trade union” as an association “free from undue 
influence by employers” (sec. 2[2]), thus outlawing “company 
unions” in the sense used by most labor organizations; but the 
Quebec Collective Labour Agreements Act of 1937 in sec. 1} 
limits governmental recognition of collective agreements to those 
made by “bona fide” labor organizations—the recognition of a 
bona fide trade-union depending on freedom from “direct inter- 
ference by the employers.’’*° 

Both New Brunswick and Nova Scotia, however, insist on a 
“lawful organization,” and Alberta, British Columbia, Manitoba, 
and New Brunswick grant the right to organize only for “lawful 
purposes.” (It is possible that the courts may have to interpret 
“lawful.”) In the same year Quebec in the Workmen’s Wages Act 
penalized employers who tried to prevent employees from joining 
unions.* Manitoba follows the federal Act in including federations 
of unions, and Quebec includes federations of both employers and 
employees. “Yellow-dog contracts” are unlawful except in Mani- 
toba and Quebec, though in the latter they are perhaps prohibited 
for employees covered by the Collective Labour Agreements Act 
(sec. 39), and the provisions of the Fair Wage Act are such that 
the government may easily prevent them.” Quebec also outlaws 
closed shops; New Brunswick and the three western provinces 
specifically include them;* Nova Scotia does not consider them. 

3° Quebec Deputy Minister of Labour, letter, June 14, 1938. 

# Statutes (1937), chap. 49, secs. 39 and 40, and chap. 50, sec. 23. Amendments 
to these acts in 1938 (chap. 52, sec. 6, and chap. 53, sec. 3, respectively) apply 
penalties to anyone who coerces employees into joining or not joining a labor 
organization. 

# Ibid. (1937), chap. 49, sec. 2: ‘‘The Lieutenant-Governor-in-Council may 
order that a collective labour agreement . . . . shall also bind all the employees and 
employers in a stated region of the Province.” By this extension of collective agree- 
ments “‘yellow-dog contracts” would be superseded if the collective agreement 
were adequately worded. 

33 Quebec: Statutes (1938), chap. 52, sec. 6, and chap. 53, sec. 3; New Bruns- 
wick: ibid. (1939), chap. 41, sec. 1; Alberta: ibid. (1938), chap. 57, sec. 7(2); 
British Columbia: ibid. (1937), chap. 31, sec. 7(2); Saskatchewan: ibid. (1938), 
chap. 87, sec. 6(2); Manitoba (ibid. [1937], chap. 40, secs. 45 and 46), by permitting 
individual bargaining and penalizing threats, implies that closed shops will be 
allowed only by unanimous agreement. Coercion by any person, including union- 
ists, is prohibited, however, in all these provinces, though not in Nova Scotia. 
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On the other hand, these provinces, with the exception of Quebec, 
though penalizing dismissal for joining a union, specifically per- 
mit discharge “for proper and sufficient cause’’; under the federal 
Act this must also be true in Quebec, though her new legislation 
places the burden of proof on the employer.** In 1939 the Do- 
minion Government added Section 502A to the Criminal Code 
to penalize, by a fine of $100 or three months’ imprisonment, or, 
if a corporation, by a $1000 fine, employers who discriminate 
against unionists by firing or refusing to hire them. 

Only Quebec does not state specifically that collective bar- 
gaining shall be lawful, though this is implied in her legislation. 
The other provinces require collective bargaining with the repre- 
sentatives of a majority of the employees if the workers so wish. 
British Columbia, Alberta, and Nova Scotia even impose penal- 
ties on employers refusing to bargain thus.*> The first of these 
provinces has the further unusual provision threatening with a 
$500 fine employees who refuse to bargain collectively.** Perhaps 
this is merely being technically fair to both sides, but if it has 
any meaning at all it presumably refers to possible minorities 
wishing separate representation or individual bargaining—for it 
can hardly imply the refusal of a majority to bargain at the 
employer’s request. The subjects that may be bargained over 
are unlimited except in Nova Scotia, where the checkoff may be 
imposed only after a favorable majority vote of all employees in 
an “industry” plus a signed request by each individual to the 
employer to make the deductions.*7 On the other hand, British 
Columbia (sec. 5), Alberta (sec. 5), and New Brunswick (sec. 6) 
require that the employees’ representatives, who need not be 
employees themselves, be chosen by majority vote of those 
affected or (except in Alberta) they may be officers of a union 
representing a majority of the employees. Alberta holds (sec. 
s[4]) that no election of representatives shall be valid until a 


34 Ibid. (1937), chap. 49, sec. 40, and (1939), Bill 37, sec. 2. 

35 British Columbia: sec. 5s—$s500 fine; Alberta: sec. s—$s500 fine; Nova Scotia: 
sec. 5—$100 fine. 

% Sec. 5. 

37 Sec. 12; the 1939 Pennsylvania Act contains an identical provision. 
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summary of the facts is placed before the Minister of Trade and 
Industry, but in sec. 5(6) this Province permits a majority to 
exclude any persons not desired. It is interesting to note that no 
provision was included to settle difficulties similar to those of the 
American labor relations boards in cases where neither of two 
unions had a clear majority.** 

Since the right to organize is thus granted freely, the legisla- 
tures of British Columbia, Saskatchewan, and Nova Scotia re- 
quire that each organization file its constitution and a yearly list 
of officers with the government. New Brunswick requires this 
only when the Minister of Labour asks for it. Alberta requires it 
only of trade-unions, not of trade associations, though the latter 
are given equal rights under the Act. Alberta, New Brunswick, 
and Nova Scotia require further an accounting of funds. No 
penalties are imposed in Saskatchewan for failure to file this in- 
formation, but in the other provinces there are fines ranging from 
$10 a day (New Brunswick) to a lump sum of $500 (British 
Columbia). 

III. INDUSTRIAL DISPUTES 


The legislative provisions concerning strikes and lockouts* 
now adopted in the acts of Alberta, British Columbia, Manitoba, 
New Brunswick, and Quebec to some extent follow the federal 
Industrial Disputes Investigation Act of 1925. In British Colum- 
bia and Alberta the new legislation repeals the acts that had pre- 
viously permitted the Dominion to investigate intraprovincial 
labor disputes,** but even in these provinces the wording of the 
new acts is similar to, or identical with, parts of the federal Act. 
Since Saskatchewan and Nova Scotia have made no provision to 
conciliate or arbitrate disputes, this Act still governs there and in 
Ontario. The conciliation and arbitration machinery of Quebec 
actually antedates the 1925 federal Act, so that the provincial 
enabling Act of 1932 added but little to the settlement of intra- 

38 The New York Act provides for “runoff” elections to ascertain a clear ma- 
jority (Statutes [1937], chap. 443, sec. 70s[5}). 

3% From 1893 to 1922 British Columbia had inoperative conciliation acts; 
Quebec adopted one when the federal Act was passed. 

British Columbia: Statutes (1925), chap. 19; Alberta: ibid. (1926), chap. 53. 
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provincial industrial disputes in that province. Manitoba and 
New Brunswick have not repealed the legislation giving the 
federal Act the force of law, but their new legislation in large 
measure supersedes it.“ This Act, it will be remembered, permits 
investigation of only those disputes involving ten or more em- 
ployees. But for purposes of conciliation and arbitration British 
Columbia (sec. 2[1]), New Brunswick (sec. 13[d]), Alberta (sec. 
2[1][d]), and Manitoba (sec. 2[1][e]) insist that there is no dispute 
unless a majority of the employees in some department is af- 
fected ;* indeed, the last two provinces insist on a majority of all 
employees of an employer—an extraordinary provision.* 

As in the federal Act, the new legislation, except in Quebec, 
temporarily prohibits strikes and lockouts** for periods varying 
from a minimum of twenty days (Manitoba) to well over sixty 
(New Brunswick).‘s 

Both Manitoba and New Brunswick, however, follow the 
federal Act (which, of course, also applies to all but the two 
western provinces) in penalizing any person who attempts to 
prolong the investigation; since British Columbia (sec. 39[2]) and 
Alberta (sec. 40[2]) permit retroactive awards, this provision 
would be of no importance to them. Although the unions in the 
United States generally oppose any such limitation upon their 

4* Manitoba specifically states that her new legislation shall apply only where 
the federal Act does not (sec. 3). Cf. the limitation in the 1937 laws of New York 
(1937, chap. 443, sec. 715), Pennsylvania (1937, chap. 294, sec. 3[c]), Massachusetts 
(1937, chap. 436, sec. 14[b]), and Utah (1937, chap. 55, secs. 3[2] and rofc]). 

# The secretary-registrar of the British Columbia Act denies this in a letter of 
July 2, 1938. But the definition of “dispute” is unequivocal: ‘Dispute means any 
dispute or difference between an employer and a majority of all his employees or a 
majority of his employees in any separate plant or department 

43 The Manitoba Act is so poorly worded that the apparent inconsistency be- 
tween sec. 2(1)(e)—“majority of his employees”—and sec. 6—‘‘a number of em- 
ployees’’—may not be a genuine one. 


44 Discharge “for any cause not constituting a lockout” is permitted; Quebec 
has no such provision, since sections 56 and 57 of the federal Act apply in Quebec. 

4s Inasmuch as the period between the Board’s decision and the ballot thereon 
(see below), the time consumed in communication, and in Manitoba the term of 
the Board are not stated and since, except in Manitoba, the terms of the conciliator 
and of the Board may be extended, these estimates should be considered irreducible 
minima. 
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“rights,”’ the Canadian Trades and Labor Congress not only ac- 
cepted this but even wished compulsory acceptance of the 
awards.* This attitude is said to be true in Manitoba also, but 
in British Columbia there have been clashes over whether unions 
had the right to represent the employees in collective bargain- 
ing.“7 The Alberta Deputy Minister of Trade and Industry 
writes that “organized labor, in principle, object to being re- 
stricted as to their power to strike without notice.’ 

Just as the “Little Wagner Act” of New York, the 1939 legis- 
lation of Pennsylvania, and the recent rulings of the National 
Labor Relations Board permit either party to a dispute to ask an 
investigation, so also in Canada either party may apply to the 
appropriate minister (usually of labor) for the appointment of a 
conciliator. Unlike the procedure of the American acts, however, 
no permanent board is set up. Of course, if the minister should 
refuse to consider the matter—he has three days in the west and 
a week in New Brunswick—the dispute is permitted to come to a 
head. Otherwise, except in Manitoba where he may refer the 
matter to a board instead, he may appoint a conciliation com- 
missioner, who has two weeks (which, except in Manitoba, may 
be extended) during which to investigate and attempt to settle 
the dispute.*® At the end of this period he reports his success or 
failure to the minister, who must then appoint a board of arbitra- 
tion. It should be noted that, again unlike the first American 
acts, the minister in British Columbia, Alberta, and New Bruns- 
wick may on his own initiative appoint a conciliator, but that in 
this case, if conciliation fails, he need not appoint the arbitration 
board; in New Brunswick unless at least thirty employees are 


 P. M. Draper, president, in a letter of May 3, 1938. 

47 The Canadian Press, May 4, 1938. 

Letter, July 5, 1939. 

* The Quebec Act (Revised Statutes [1925], chap. 97), which also allows a mayor 
to make the application, has a permanent registrar to act as conciliator; alterna- 
tively there is provision for a council of conciliators, two chosen by each party to 
a dispute. If conciliation fails, a separate application by either party must be 
made before the appointment of a board of arbitration, or by both parties if they 
wish to omit conciliation. In New Brunswick the 1936 Fair Wage Act (chap. 51, 
now repealed) had set up a Fair Wage Officer to conciliate disputes. 
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involved he need never appoint such a board. For comparative 
purposes, it may be remarked that the 1939 Labor Relations Act 
of Minnesota appoints a permanent conciliator and permits the 
governor to set up a temporary board of three members to try 
to reach a settlement of the dispute. Michigan*® does this for 
public utilities. Other states have permanent boards of arbitra- 
tion. 

The board in the four above-mentioned provinces and in 
Quebec consists of three members™ chosen in the usual manner: 
one by each side and the third member, who is chairman, by these 
two. If either party delays his choice or if the first two members 
are unable to agree on a chairman, the minister or the Lieutenant- 
Governor-in-Council may make the appointment. Each member 
must be a British subject;* in Alberta they must have three 
years’ residence; in New Brunswick they must be residents and 
must not have any direct pecuniary interest in the dispute. 
Manitoba sets this Board no definite period in which to investi- 
gate; Quebec allows an indefinite time for the hearings and a 
month more in which to make its report to the minister; New 
Brunswick gives twenty days and the two western provinces 
fourteen days, though with possible extensions, for the hearings 
and report. During its life the powers of the Board are very 
broad, being equivalent to those of a judge of any provincial 
supreme court, but are not limited in the hearing to strictly legal 
evidence. The members are, of course, bound by oath not to re- 
veal the evidence—a necessary provision, considering their right 
to examine membership lists, etc.53 The one real limitation is that 
none of the Board’s recommendations may in British Columbia 
and Alberta conflict with provincial labor legislation or in New 


5° Statutes (1939), Act No. 184, sec. 13. 

5! In Manitoba “‘not less than three”’ (sec. 8). 

8? This follows sec. 46 of the Industrial Disputes Investigation Act: ‘‘Persons 
other than British subjects shall not be allowed to act as members of a Board.” 
But it is likely that the provision is intended to exclude the possibility of an Ameri- 
can labor leader being chosen by the workers. 

s3 Since only Manitoba (sec. 12) excludes employers from the boards, one won- 
ders whether an employer might not use the information—and still not be revealing 
it. 
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Brunswick with any legislation. The laws also state specifically 
that a fair hearing must be given both parties. The first two of 
these provinces permit the award to be retroactive to the time of 
the appointment of the conciliation commissioner.* 

One particularly interesting power is granted. Disputes over 
interpretation of the award are decided by reconvening the same 
board temporarily. Otherwise each Board dissolves at the end of 
the dispute. 

None of these awards is binding or enforcible in the courts 
unless both disputants so agree. British Columbia, Alberta, and 
New Brunswick, however, insist that every award be submitted 
to secret ballot of the parties concerned, possibly under the 
supervision of the minister. If the award is rejected, British 
Columbia and Alberta require a further period of fourteen days 
before a strike or lockout may occur. 


IV. EXPERIENCE 


It is obviously too early to expect much evidence as to the 
efficacy of this legislation. On account of Quebec’s predominantly 
French population and her very different law (based on the 
French Civil Code), her experience, despite its length, is not repre- 
sentative of any other province; nevertheless, the Deputy 
Minister of Labour writes that “it has been our experience that 
the parties have always accepted the decision of the Board.” 
The Alberta Deputy Minister in a letter of July 5, 1939, writes 
that “there has been little opportunity to test Act in question 
under the stress and strain of major labor disputes. In such cases 
where it has been invoked, however, it would seem to be working 
out quite well.” The old Fair Wage Act of New Brunswick suc- 
ceeded between April 4, 1936, and October 31, 1937, in settling 
14 out of 19 complaints (involving 3,109 employees) and 5 out 
of 6 strikes (involving 3,565 employees, who lost 36,725 man- 
days) ;5? but no information has been received about the new Act. 
The Deputy Minister of Labour of Manitoba states that out of 25 

* Secs. 39(2) and 40(2), respectively. 

85 Secs. 44 and 45, respectively. 56 Letter, June 14, 1938. 

57 1937 Report of the Fair Wage Officer, New Brunswick. 
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disputes only 2 required the appointment of a Board. The Brit- 
ish Columbia statistics are more complete. The 1938 strike situa- 
tion shows 11 strikes affecting 837 employees, who lost 8,236 
working days; this may be compared with the 1931-37 average of 
15 strikes involving 3,933 employees, who lost 66,118 days or, if 
the peak strike year of 1935 be omitted, 14 strikes of 3,368 work- 
ers, losing 53,688 days. Only 6 of the 11 strikes came under the 
Act; 4 of these were in violation of the law and ended when this 
was shown; 2 followed the rejection of the findings of the boards of 
arbitration, one by the employer, the other by the workers. 
Fourteen disputes seem to have been settled by the conciliator 
and 2 more by boards of arbitration. It appears, however, that 
minimum wage orders by the Board of Industrial Relations 
assisted the conciliator in settling some of the disputes.* 


V. SUMMARY AND COMPARISON 


Some important differences from the American labor relations 
acts® may be briefly summarized. First, five of the seven pro- 
vincial acts provide for both mediation and union recognition, 
instead of the latter alone. Of course, the United States govern- 


8 Letter, July 3, 1939. 

59 Annual Report (1938) of the British Columbia Department of Labour. It 
should be noted that there is some duplication in the above figures, for two of the 
“settled” disputes and one of those arbitrated were with the same firm. One of the 
illegal strikes also occurred here, as well as a legal strike following rejection of the 
arbitral award. In this case from the hearings to the strike took 47 days, but the 
first ‘‘settled” dispute occurred 54 days earlier. The other cases that went to 
arbitration took respectively 69 days, 89 days, and 81 days. (This last one had, 
however, really commenced 76 days earlier in the form of an illegal strike.) 

The British Columbia statistics for 1939 have just become available. Out of 15 
disputes in 1939, 8 were settled by conciliation and 2 by boards of arbitration. 
Three other disputes did not come under the scope of the Act. One application fora 
commissioner of conciliation was canceled, and 4 strikes, involving 822 employees, 
who lost 13,803 working days, occurred (3 of the 1939 strikes occurred, respectively, 
139, 143, and 213 days after the application for a conciliation commissioner). 

6° 1934 Railway Labor Act (48 U.S. Stat. 1185), National Labor Relations Act 
(49 U.S. Stat. 449 [1935]), Massachusetts ([1937], chap. 436), Michigan ([1939), 
Act 184), Minnesota (1939), New York ([1937], chap. 443), Oregon ({1939], chap. 
2), Pennsylvania ([1937], chap. 294, and [1939], chap. 162), Porto Rico ({1938], 
No. 143), Utah ([1937], chap. 55), and Wisconsin ([1937], chap. 51, and [1939], 
chaps. 25 and 57). 
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ment and most of the states have separate conciliation acts, but, 
except for Colorado, Michigan, and Minnesota, none of them has 
set up such detailed machinery for the settlement of labor dis- 
putes. Second, in Canada no permanent conciliators and arbitra- 
tors are appointed; this follows the general British practice of 
appointing commissioners in each case, as under the Industrial 
Disputes Investigation Act and the British Columbia Act of 1894. 
Third, whereas in the United States appeals to the courts are 
always possible, the Canadian courts are prohibited from inter- 
fering unless, perhaps, to collect fines and to determine whether 
an organization and its purposes are “lawful.” (This and the 
eighth point listed below are obviously due to the different con- 
stitutional provisions in effect in Canada, viz., the absence of a 
“due process” clause.) Fourth, as a result of this, without mutual 
consent there is no power to enforce the findings of even the 
boards of arbitration upon either party. In contrast, the National 
Labor Relations Board may appeal to the federal circuit courts of 
appeal to secure enforcement of its findings. This was also true of 
the five state boards created in 1937 (except that, of course, they 
applied to the state courts) and is retained in the new Pennsyl- 
vania and Wisconsin statutes. An important reason for this is 
shown in the American practice of listing specific unfair labor 
practices, discussed as point number five. Fifth, except for Que- 
bec, none of the Canadian acts contains a list of “unfair labor 
practices,’ whereas the National Labor Relations Act, the five 
state statutes of 1937, and the 1939 laws of Michigan, Minnesota, 
Pennsylvania, and Wisconsin do. Indeed, though only Massa- 
chusetts among the earlier statutes listed unfair practices on 
the part of labor, the four last-mentioned states now restrict 
labor, and Oregon’s prohibitions are placed upon labor alone. 
Sixth, for the purpose of representation, in four provinces “ma- 
jority” is to mean majority and not plurality, yet in no Canadian 
statute is there provision for runoff elections. Of the American 
laws, only that of New York* makes such provision. It is in- 
teresting to note that two of the 1939 American acts, those of 


** (1937), chap. 443, sec. 705(5). The N.L.R.B. has, however, used this method. 
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Minnesota™ and Wisconsin,® contain this “majority” rule; the 
latter, however, although permitting representatives to be chosen 
“by a majority of the employees voting in a collective bargaining 
unit,” defines “collective bargaining unit’ as “all of the em- 
ployees of one employer (employed within the state),” unless a 
majority of them in some craft or plant have voted separately. 
There is no provision in Canada for separate representation of 
crafts. It is surprising that the Canadian provinces did not more 
carefully notice the difficulties of the National Labor Relations 
Board in this regard, for the latter has changed its interpreta- 
tion of “majority” from (1) majority of those eligible to vote to 
(2) majority of those voting if a majority of the eligibles voted, 
and finally to (3) a mere majority of those voting. Thus the 
N.L.R.B. has finally come to the same basis as that of the Na- 
tional Mediation Board under the Railway Labor Act—a stand 
already upheld by the Supreme Court. Seventh, except in 
Quebec and possibly Manitoba® the Canadian legislation also 
applies the “majority” rule to industrial disputes, which presum- 
ably may not be settled by this legislative machinery unless a 
majority of the employees be involved.® Wisconsin follows this 
same definition of a dispute in her 1939 legislation.” Eighth, 
although in two provinces the closed union shop appears to be 
outlawed, in four others it is specifically permitted. The National 
Labor Relations Act in sec. 8(3) also accepts the closed shop, and 
Massachusetts, Michigan, and Utah permit it by majority vote; 
New York accepts a mere majority of those voting. Pennsyl- 
vania by majority vote and Wisconsin only on a three-fourths 
majority vote allow it and only if the union is kept “open” to all 
applicants. Ninth, either party to a dispute may ask the state 
for help. Michigan, Minnesota, New York, Pennsylvania, and 
Wisconsin either permit or require notice of the dispute from 
either party; the tendency shown in the 1939 legislation is to 
require this notification. The National Labor Relations Board in 

2 Sec. 16(a). 63 Secs. r11.02(6) and 111.05(1). 

64 Virginia Railway Co. v. System Federation No. 40, 300 U.S. 515 (1937)- 

§s See above, n. 48. 

$6 See above, at n. 42. 67 Secs. 111.02(8) and 103.62(3). 
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a recent ruling has shown that none of the American acts pro- 
hibits petitions from an employer. In the Canadian provinces, 
however, the provincial Minister of Labour may intervene on his 
own initiative, which the N.L.R.B. refuses to do despite its un- 
doubted power. But the 1939 legislation of Michigan, Minnesota, 
and Wisconsin achieves a similar end by requiring advance noti- 
fication of disputes. Tenth, employers are by implication expected 
to organize in five provinces, though no basis is suggested; prob- 
ably they would organize by industries. This is now followed in 
the 1939 Statute of Minnesota.® Eleventh, in one province spe- 
cific penalties are imposed upon employees who refuse to bargain 
collectively along with the majority.” Twelfth, five provinces re- 
quire what is practically union registration, usually under penalty 
of a heavy fine, though they do not all require the same registra- 
tion of employers’ associations. Minnesota now requires regis- 
tration of both types of association, and Oregon and Wisconsin 
require that unions publish financial reports for their members. 
In Canada three provinces require that financial reports be fur- 
nished to the government for its confidential use. And, finally, 
whereas strikes may occur freely under the American acts adopted 
before 1938 (though it appears that labor board rulings have 
limited lockouts, and some of the new state acts require five to 
thirty days’ notice before strikes), they are forbidden in four 
provinces during the entire investigation—a matter of perhaps 
two or three months—though they may occur thereafter. 


VI. COMMENTARY 


Whether further changes in this legislation will prove necessary 
must depend on actual experience in future labor disputes. Since 
Canadian labor organizations in general do not object to the 
postponement of strikes,” any immediate alteration in the period 
consumed in investigation is likely to extend rather than reduce 
the time. Possibly the courts, as a more permanent body, may 


®§ Sec. ro(c): “The conciliator shall maintain a list of labor organizations and 
employers organizations.” 

* British Columbia; see above, at n. 36. 

* But see above, at n. 48, the opinion in Alberta. 
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later be given the power to enforce and interpret the awards, 
though the brief life of most agreements seems to make this 
unnecessary. Many Canadian labor organizations would cheer- 
fully accept compulsory arbitration in this manner. On the other 
hand, it seems likely that unions with only a minority member- 
ship will protest vehemently if union policies are determined by 
majority vote of all employees, especially where craft lines are 
not recognized; whether such protests by a minority are justified 
is another matter. This trouble has already occurred in British 
Columbia. Unless the provisions recognizing disputes only when 
they involve a majority of employees are disregarded in adminis- 
tering the acts, these sections must soon be changed to avoid 
almost complete breakdown of the machinery. Certainly, if the 
administrations stick to the letter of the law, some of the acts 
set up a procedure for applications that is far too complicated; 
it would seem better if the informality of the hearings and reports 
were followed in this respect also. Canadian common law has 
held since 19017 that unions may be sued by representative ac- 
tion” (i.e., by suing a representative of the union), though deci- 
sions conflict on a union’s right to sue to enforce a trade agree- 
ment;73 thus, though it is unnecessary for Canadian unions to be 
incorporated in order to be held responsible, they should be given 
the right to seek enforcement of signed agreements. Inasmuch 
as unions are required to register their constitutions and a list 
of officers and usually to render an accounting of their funds 
(and in one province to reveal even the strength of their mem- 
bership), it would seem only just that trade associations should 
be required to do the same. (At present this is the case in only 
two provinces.) Certainly the severe penalties, in one province 
amounting to $500, placed upon unions for infractions of this 
provision seem exorbitant in comparison with the offence. Simi- 
larly, since the workers’ ballot is subject to ministerial supervi- 
sion, the trade-association vote should be conducted by the gov- 

™ (1901) A.C. 1 and (1901) A.C. 426. 

72 Except in Quebec, where under the French Civil Code this was impossible 
until 1938, when 2 George VI, c. 96, changed it. 

73 (1924) 66 S.C.R. 495; (1928) 62 O.L.R. 40. 
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ernment. One also wonders if it will not soon be necessary to 
define collective bargaining or if the Canadian administrations 
can avoid the American problem of whether signed contracts are 
necessary. 

It is difficult to say whether American legislatures can learn 
from these Canadian statutes what is useful and what is dangerous 
to adopt. For one thing, although Canadian labor organizations 
are to a large extent affiliated with their American counterparts, 
the members are, perhaps, more accustomed to “law and order.” 
Furthermore, in some provinces they have traditionally possessed 
a most influential vote. The constitutional differences, which al- 
low Canadian administrations freedom from most court interfer- 
ence, are also noteworthy. Several of our states now use the 
“majority” provision, indicating that legislatures learn but little. 
In the matter of labor disputes Michigan, Wisconsin, and Minne- 
sota do permit the state to interfere on its own initiative and 
follow the precedent set by the Railway Labor Act and the Ca- 
nadian legislation in postponing strikes. On the other hand, it is 
perhaps not fully realized that in many industries the mere post- 
ponement of a strike precludes its use and thus throws a heavier 
burden of adjudication upon the investigatory agency: in a sea- 
sonal industry or in one where production for storage is possible, 
a sudden strike is one of the most effective labor weapons. While 
one cannot but sympathize with an employer whose seasonal 
product is ruined by a strike, whether that strike be justifiable 
or not, one must question the wisdom of so severely restricting 
labor in the use of its only really effective weapon. 








THE DEVELOPMENT OF ITALIAN CARTELS 
UNDER FASCISM 


FAUSTO R. PITIGLIANI 
New York City 


I. CARTELS IN ITALY 


T IS frequently stated that Italian industry in the last six- 
teen years has been moving toward an increasing monopo- 
listic organization and capital concentration. The present 

article shows the spontaneous development of Italian cartels 
(consorzi)' before fascism and the change which took place both 
in legislation and in their economic structure after 1931. 

Prior to the war of 1914-18 and up until 1932 the formation 
and operation of Italian industrial group agreements for the pur- 
pose of production control and price-fixing was subject to no 
general regulatory legislation. During this period the Italian gov- 
ernment expressed no opposition to agreements of this nature. 
In specific instances it did, in fact, enact legislation providing 
for the organization of group agreements in certain distressed 
industries of local importance or of particular fiscal significance. 
In summary, it may be said that its policy toward industrial group 
agreements was one of indifference during the pre-war and early 
post-war years. 

A number of cartels developed in the more highly rationalized 
Italian industries during this period. These cartels were, in gen- 
eral, similar to those which were developing elsewhere in Europe. 
Some of them had international associations, and most sought 
to regulate production and prices and to allocate markets. During 

* The term “cartel” designates “an association based upon a contractual agree- 
ment between enterprises in the same field of business which, while retaining their 
legal independence, associate themselves with a view of exerting a monopolistic 
influence on the market” (see Robert Liefmann, “Cartel,” Encyclopaedia of the 
Social Sciences, III, 234). The Italian word for cartel is consorsio. In spite of the 


fact that the economic sense of the two expressions is substantially the same, the 
word consorsio conveys the idea of something semiofficial in character. 
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the twenties, especially at the end of the decade, the significance 
of these international agreements diminished, at first because of 
the growing complexity of international relations and finally be- 
cause the Italian fascist government came to regard international 
industrial agreements with a certain disfavor. 

As Italy entered the depression years, a number of Italian 
industries began to feel the effects of diminishing foreign markets 
and of increasing domestic competition from small enterprises 
employing little capital and few workers. Important factors in 
these industries were inclined to believe that Italian industry in 
general could better weather the trends of the time if industrial 
organization could be made compulsory and enforced by law 
when requested by a substantial section of the industry. This 
attitude was based on the belief that a binding system of indus- 
trial group agreements, or cartels, would form the basis for re- 
organization of productive facilities as well as for regulation of 
domestic competition. The Italian government was not unfavor- 
able toward this view. It insisted, however, on a distinction be- 
tween voluntary and compulsory cartels. “Voluntary cartels” 
may be described as those which are organized without direct 
assistance from the government. “Compulsory cartels’’ are those 
whose organization is sponsored and enforced by the government 
when requested by a majority of an industry of national impor- 
tance. The Italian government, furthermore, took the attitude 
that it wished to reserve for itself a high degree of control over 
any compulsory organization which might be formed for this pur- 
pose. A royal decree of June 16, 1932, which with some amend- 
ments remains in force today as law, provided in considerable de- 
tail for the organization and regulation of compulsory, as well as 
voluntary, cartels. While the scope of regulation contemplated 
for both was substantially the same, the regulatory powers of the 
government were less formally defined in the case of voluntary 
cartels and, as subsequent events tend to prove, apparently more 
attractive to private large enterprise. After the issuance of this 
decree, there developed a wholesale organization of voluntary 
cartels. Compulsory cartels actually exist more in law than in 
fact. 
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The Ethiopian campaign and the League of Nations sanctions 
were followed in Italy by a considerable extension of govern- 
mental control of industry. This trend resulted in a marked tend- 
ency toward the concentration of Italian industry. 

In the subsequent discussion of Italian cartels it should be 
borne in mind that Italian legislation does not contain any regu- 
lation against industrial concentration or trusts. On the contrary, 
it seems to favor large industrial combinations. At the same time, 
Italian law permits a higher degree of administrative discretion 
on the part of executive agencies than is generally the case with 
respect to federal legislation in the United States. The words 
“compulsory” and “voluntary,” on the other hand, designate 
only the greater or smaller degree of government control in the 
organization of industrial cartels. Consequently, a so-called vol- 
untary cartel can be established through a considerable amount 
of economic pressure from the part of large manufacturers on the 
small independent firms, whereas a compulsory cartel was gen- 
erally the result of a combined pressure on small independent 
firms both from the part of large manufacturers and of the gov- 
ernment. 

It should also be borne in mind that cartels as they exist in 
Italy today are unlike the international cartels which existed 
throughout Europe during pre-war and early post-war years. 
Italian cartels are today, for the most part, strictly national in 
character and somewhat semiofficial in nature. 


Il. ITALIAN INDUSTRIAL CARTELS PRIOR TO 1932 


The following objectives are usually advanced in explanation 
of cartel organization: (1) a reduction in the cost of production 
through increased efficiency, and (2) a raising of prices by means 
of greater economic concentration. 

To accomplish the first objective, the large unit of enterprise 
is essential because of the savings resulting from large-scale pro- 
duction. Further considerations are the reductions in cost that 
may be obtained through unified buying, selling, and financing. 
Thus, the large unit is preferred for its inherent merits. In the 
case of the second objective, concentration is a means for attain- 
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ing such wide control of the market as to make possible the rais- 
ing of selling prices or, in some cases, a lowering of buying prices. 
Such concentration does not, of necessity, involve increased effi- 
ciency or greater economy. The economic gain desired is not 
created by the concentration itself but is taken away from other 
interests by means of a monopolistic power, the attainment of 
which is the sole object of the concentration.’ 

While the possibility of reduction in costs of production was a 
motivating factor in the trend toward cartelization in Italy, it 
was probably less effective than the prospect of increasing prices 
through concentration. 

Special conditions arising from the creation of the fascist cor- 
porative state encouraged the tendency toward industrial con- 
centration. The organization of occupational associations in 1926 
and their development, somewhat in the manner of trade associa- 
tions, gave considerable impetus to the trend toward cartelization. 
These associations gave Italian employers an opportunity to meet 
and discuss common problems. This resulted in considerable co- 
operation in matters of mutual interest. Labor organizations, on 
the other hand, demanding collective bargaining concerning 
wages and labor conditions, brought manufacturers face to face 
with problems which could be solved in no other way but collec- 
tively. In fact, the only manner by which manufacturers could 
cope with labor’s demands for a high wage-level at all times was 
through the intermediation of their occupational associations. 
Another factor influencing the organization of cartels was the 
preference, for political reasons, which the fascist government 
showed to manufacturers employing a large number of workers. 

Prior to 1932 the formation of cartels, agreements, trusts, and 
other industrial combinations for the purpose of regulating pro- 
duction and selling prices was not subject to any general legisla- 
tion in Italy. Group agreements were merely governed by the 
commercial code if they resulted in, and were operated by, a 
commercial company and by the civil code if they took the form 
of ordinary contracts. No direct control or special administrative 

2G. Cassel, Recent Monopolistic Tendencies in Industry and Trade (Geneva: 
League of Nations, 1927), pp. 16-17. 
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or judicial supervision was established over the work of those 
combinations, and they were not required to comply with any 
special formalities regarding publicity. Even the steps taken by 
the Italian fascist government to combat the high cost of living 
by exercising control over prices were not directed especially 
against combines of producers or sellers. 

Cartels developed spontaneously, particularly in those Italian 
industries following systems of mass production and standardiza- 
tion, or in those with an integrated production, as, for example, 
chemical fertilizers, the rayon industry, etc. Other special group 
agreements were the consequence of the fiscal policy of the gov- 
ernment and were more of the nature of fiscal monopolies. Alco- 
hol and match cartels may be cited as examples of such organiza- 
tions. 

The attitude of the fascist government during the first eight 
years of power showed no deliberate tendency toward multiplica- 
tion of group agreements among entrepreneurs. It can be said 
that the government’s intervention manifested itself mostly in 
those cases in which it felt that a compulsory concentration or an 
official recognition could be of some help to an industry or to a 
branch of industry. The exceptional character of this govern- 
ment preference at the beginning of the fascist industrial legisla- 
tion can be emphasized by considering the different kinds of in- 
dustrial combinations helped by the government before the law 
on cartels of 1932. This assistance has been, in fact, mostly in 
favor of agricultural enterprises and of industries having a special 
local importance, like the suphur industry in Sicily, as well as 
industries connected with national defense and prestige, like the 
iron and steel industry, shipping industry, etc. 

A definite, continuous tendency toward industrial concentra- 
tion, both in the size of manufacturing establishments and in the 
organization of selling groups for price control, is shown by 
the Italian chemical industry. A sales cartel for soda and 
chlorine was organized in 1922 for the purpose of acting as an 

3 League of Nations, Review of Legislation on Cartels and Trusts (Geneva, 1927), 
he “ong of Nations, Review of the Aspect of Industrial Agreements (Geneva, 





380 FAUSTO R. PITIGLIANI 


exclusive agent for the sale of hydrated sodium, liquid chlorine, 
calcium hypochlorite, and sodium hypochlorite. Early voluntary 
cartels were established, especially in the tanning and carbonated 
sulphur industries and in the field of artificial fertilizers. These 
took the form of sales offices handling practically the total pro- 
duction of the member firms. The Superphosphate Agreement 
(Accordo Superfosfati), concluded in 1931 between the Monte- 
catini Company, the most powerful concern in the Italian chemi- 
cal industry, the Italian Federation of Agricultural Cartels, and 
the small co-operative factories for the making of phosphate fer- 
tilizers, is an example of cartelization under the influence of the 
leading manufacturers, and with government favor. This agree- 
ment distributes the production according to the capacity of the 
plants and establishes prices all through the country. 

In the same period the Italian manufacturers of citric and 
tartaric acid organized themselves into distinct cartels with the 
object of establishing domestic and foreign selling offices to handle 
total Italian production of these products. Through the operation 
of this cartel the national production of citric acid was concen- 
trated in the two largest existing firms, the other firms being 
given compensation at an annual rate for discontinuance of their 
production. The improvement of the situation in these two in- 
dustries has been claimed by the supporters of cartels as an 
achievement of industrial concentration, but a more careful study 
of international trade statistics leads to the conclusion that the 
improvement shown in 1933-34 and again in 1937 is more directly 
traceable to an increase of imports by Great Britain and other 
countries than to the reorganization of the industry as a cartel. 

Italian manufacturers of artificial textiles have been rather 
favorably inclined toward cartels and group agreements for many 
different reasons, particularly because the entire industry is con- 
centrated in a small number of plants (thirty) and because they 
had previously participated in international organizations, mostly 
for the use of the same patents, etc. In 1931 a stock corporation 
called “Italraion” was established, which acted as a sales office 
in the interests of all Italian producers of artificial textiles under 
the Viscose patents. It not only fixed prices and selling terms 





ITALIAN CARTELS UNDER FASCISM 381 


but handled the delivery of merchandise, collection of accounts, 
and the distribution of revenues among the member-firms. Firms 
producing rayon by other than the Viscose process were organized 
under separate agreements. 

The cartel organized by the sugar-refiners was one of the earlier 
forms of industrial combinations in Italy. It was established in 
1904 under the name of Unione zuccheri. In 1925 it took the 
form of a stock corporation under the name of the National Cartel 
of Sugar Manufacturers, Inc. (Societa anonima consorzio nazio- 
nale produttori zucchero). This cartel today controls about 96 per 
cent of the Italian production of refined sugar. This cartel 
handles (1) collective buying of sugar beets in the national mar- 
ket; (2) distribution of the beets among members in proportion 
to the capacity of the plants on the basis of allocated production 
quotas; (3) the selling of the total production of sugar; and (4) 
the distribution of revenues among members. In addition to 
these, the cartel undertakes other functions, such as research for 
technical improvements, the financing of new plants, etc. Not 
many examples of such a strong tendency toward monopolistic 
concentration have been available in the past in Italy. Generally, 
the few cases of industrial combinations resembling trusts were 
to be found among the industries subject to a rigid government 
control, mostly for fiscal reasons. It may be pointed cut in this 
connection that the sugar-refining industry has been subjected 
to a heavy manufacturers’ excise tax since 1877 and protected 
against foreign competition by an adequate import duty. It must 
be added that manufacturers are required to have a special gov- 
ernmental license to manufacture and that the plants have long 
been under the supervision of internal revenue agents. 

Other examples of cartels working under full government con- 
trol are the Italian Association of Alcohol Manufacturers and the 
cartel of match industries, which was established in 1920 as a 
successor to the government-controlled selling monopoly. 

In 1928 and 1929 a number of Italian metallurgists arranged 
among themselves what were tantamount to sales cartels. A sales 
office for steel pipes was organized in this manner, and somewhat 
similar organizations for light iron sheets, shapes, and rolled iron 
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and for rod-wire and derived products. These cartels included 
the majority but not all of the manufacturing firms, and they 
possessed the power of fixing prices for the products of the mem- 
ber-firms and of determining the regional distribution of sales 
throughout the country. These agreements were supposed to ex- 
pire in 1931. A spontaneous extension of them was difficult to 
obtain, and cutthroat competition was feared by iron and steel 
manufacturers, particularly the largest ones. The government, 
in order to avoid competition which would be harmful to the 
structure of those industries intimately connected with arma- 
ments, issued decrees making compulsory the cartel for shapes 
and rolled iron and the cartel for rod-wire and derived products. 
The duration of these two compulsory cartels was set at two 
years. During this period the cartel for shapes and rolled iron 
worked rather satisfactorily for the member-firms. The trend of 
prices was downward, but without such sudden falls as would be 
expected in a period of marked recession. The situation in the 
rod-wire industry, composed of many small firms, was less satis- 
factory, and the cartel had many difficulties, especially in the 
distribution of production quotas among member-firms. 

A special law of July 15, 1906, created a compulsory cartel for 
Sicilian sulphur manufacturers with the purpose of establishing 
general storages for sulphur, financing the industry, and organiz- 
ing sales. This cartel served as a means of protection for the 
Sicilian sulphur industry against foreign competition. Italian ex- 
porters succeeded in reaching satisfactory agreements with Ameri- 
can competitors for the international distribution of sulphur. In 
1932, during the world economic depression, the conditions of the 
Sicilian sulphur industry were so distressed that the government 
decided to dissolve the compulsory cartel. 

In the shipping industry the movement toward group agree- 
ments has been encouraged by the government since 1926. At 
the suggestion of the government, the two shipping companies, 
Lloyd Sabaudo and Navigazione Generale Italiana, concluded an 
agreement to build and operate jointly two 40,000-ton liners for 
the North American traffic. Other agreements followed, which 
resulted in the consolidation of the four leading Italian shipping 
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companies; and their operation, financing, and shipbuilding ac- 
tivities were put under government supervision. 

This record of organization of group agreements among Italian 
industries prior to 1932 is by no means a complete one. Other 
industries, such as glass, cement, paper cement bags, paper, brew- 
ing, electric wire, buttons, jute, etc., can be mentioned. Further 
examples of government aid to industrial combinations could be 
given, but the tendency requires no further emphasis. Organiza- 
tion in agriculture, while in some respects different in origin from 
the movement toward voluntary cartels, is deserving of mention. 
This will be discussed below. 


Ill. DEVELOPMENT OF INDUSTRIAL CARTELS 
FROM 1932 TO 1935 

On June 16, 1932, a law of fundamental importance was passed 
which dealt with “‘regulations concerning the establishment and 
the working of cartels among persons engaged in the same branch 
of production.” 

This law was concerned with the establishment of (a) a more 
direct government supervision over voluntary group agreements 
designed to control production and to impose general selling terms 
and () precise rules for the compulsory formation of totalitarian 
or quasi-totalitarian group agreements among enterprises in the 
same field of activity. 

Voluntary cartels —Individual Italian firms controlling no mat- 
ter what part of national production in a branch of business are 
free to organize themselves in a cartel. The officials of the re- 
sulting voluntary cartels are required to transmit to the Ministry 
of Corporations a copy of their by-laws and amendments thereto. 
This simple provision for publicity can be supplemented by direct 
supervision, when the voluntary group has controlled 75 per cent 
of the total national production for three successive years. This 
supervision is essentially the same as that to be shown later as 
provided for compulsory cartels. 

Compulsory cartels —The law of 1932 deals much more minutely 
with compulsory cartels and stipulates the necessary procedure 
required in their formation. It specifies the nature of their inter- 
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nal organization. Compulsory cartels can be established under 
the law when (1) requested by 70 per cent of the individual firms 
controlling 70 per cent of the average output of the industry 
in the three preceding years, or by firms controlling 85 per cent 
of the output regardless of number (the percentage is reduced to 
70 per cent in the case of agricultural firms); (2) the formation 
of a cartel seems to be in conformity with the economic exigencies 
of the country as a whole. 

Final government control is delegated to the ministries of the 
Italian government concerned with the cartel’s particular field 
of activity. After its organization the cartel must send complete 
records of all its activities to this particular ministry. Representa- 
tives of the ministry may attend all meetings of the cartel’s 
officers. If the programs of the cartel are not in accord with 
government policy, the minister can invite the cartel itself to 
modify its action by means of a special warning sent through 
the intermediation of the confederation‘ to which the cartel be- 
longs. In case this warning is ignored, the minister can rule 
that, within a length of time determined by himself, the executive 
officers of the cartel shall be relieved of their duties and be re- 


placed by others.’ The fascist corporations® are intrusted with 
the administrative supervision of the cartel’s activities. They 
communicate their criticisms to the ministries, as well as prepare 
periodical reports to the central corporative committee on the 
general policies of the cartel and the effect that they have had 
on national production. After the establishment of a cartel, the 


4 Confederations are the official, legally recognized representatives of each oc- 
cupational group in a particular industry or type of business enterprise. There are 
separate confederations for employers, craftsmen, and laborers in industry, agri- 
culture, banking, and insurance and for professional men. 

s Art. 6 of the law of June 16, 1932. 

6 Fascist corporations are organs of the state administration, which link together 
employers, salaried workers, and wage-earners for a particular branch of produc- 
tion or for one or more particular categories of business enterprise. The present 
number of national corporations in Italy is twenty-two, embracing many branches 
of production throughout the country, such as the Corporation of Textile Products, 
the Corporation of Building and Construction, the Corporation of Chemical In- 
dustries, the Corporation of Water, Gas, and Electricity, the Corporation of Credit 
and Insurance (see F. Pitigliani, The Italian Corporative State (London, 1933], 


p. 98). 
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building of new plants or the enlarging of existing ones is left to 
the approval of the cartel itself. 

Regulations issued for the establishment and operation of com- 
pulsory cartels have had no practical application in Italy. While 
several important industries—for example, cotton textiles and 
Sicilian sulphur—operate in the manner of compulsory cartels, 
their organization in this respect is the result of special legislation 
and not of the general law of June 16, 1932. 

As a result of such special legislation all Italian cotton-spinners 
were obliged in 1934 to join the Italian Cotton Institute. This 
body was in existence from 1913 to 1934 as a voluntary associa- 
tion of cotton manufacturers for the purpose of improving condi- 
tions in the industry as a whole. In 1934 it was given legal recog- 
nition and put in charge of the distribution of imported raw 
materials, the allocation of production quotas, etc. All cotton- 
spinners came under its jurisdiction in 1934, regardless of the 
extent to which they spun other fibers. 

The Sicilian sulphur industry, which has been subject to vary- 
ing degrees of organization regulation over many years, was 
obliged to consolidate sales through a central sales office in 1934. 
This move was designed to check declining prices and at the 
same time to enable the industry better to meet foreign competi- 
tion. 

While no compulsory cartels were organized directly as the 
result of the law of June 16, 1932, it is significant that over one 
hundred and fifty voluntary cartels were organized during the 
two years following it. It should, however, be borne in mind that 
the measures for control provided for compulsory cartels may be 
extended by the government to voluntary cartels, when organiza- 
tions of this character have controlled 75 per cent of the produc- 
tion of their industry during three successive years. 

It may be observed here that the large development of volun- 
tary cartels was partially in accord with the intentions of the 
legislators, who were trying to limit, but not to leave as a dead 
letter, the regime of compulsory cartels. They believed that to 
create a monopoly by law was much more oppressive to the mar- 
ket and the small manufacturer than to recognize combinations 
voluntarily created. 
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Artificial monopolies created by law and placed in hands other than the 
state, the only lawful possessor, have all the faults of natural monopolies 
without their advantage of potential competition. A general system of com- 
pulsory cartels would present the disadvantages of crystallizing unsound 
industrial situations, keeping alive firms organized uneconomically and pro- 
ducing at too high a cost, etc.’ 

What was the reason for the sudden development of the vol- 
untary industrial combinations and for the lack of development 
of the compulsory ones even on a small scale? Did not the com- 
pulsory cartels offer an opportunity for a majority of the manu- 
facturers in a given industry to prevent outsiders from taking 
advantage of the existing agreements and especially of the higher 
prices? 

The most reasonable explanation seems to be that the manu- 
facturers, particularly the largest ones, wanted the freedom from 
rigid regulations which the voluntary cartels offered and which 
the compulsory cartels did not. They apparently preferred this 
freedom to government protection from the competition of out- 
siders. It is worth noticing, moreover, that the tendency toward 
cartelization decreased the chances of permanent advantages to 
outsiders. At the same time, it became easier with the help of 
the occupational associations, and more to the advantage of the 
members, to induce outsiders to join the cartel. 

Some manufacturers, mainly medium- and small-sized ones, 
complained that in the cartelized industries there exists a real 
domestic “dumping” organized by the most powerful firms which 
had practical control of the market.* The weaker position of 
small manufacturers in competition with the cartels in Italy is 
shown also in the various concessions that are granted to cartels, 
to the advantage of member-firms. State railways give special 
low rates to cartels for the transportation of their goods in pro- 
portion to their aggregate production; whereas outside firms got 
reductions in proportion to their individual production. This con- 
cession to the cartels added to the difficulties of outside com- 
petitors. 

The Fascist Confederation of Manufacturers (the powerful as- 

7 Camera dei Deputati, Relazione della commissione, No. 1279-A (April 27, 1932). 

oy Disciplina della produzione e del commercio dei leganti idraulici (Rome, 
1937), P- 7: 
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sociation representing all Italian industrialists) was the moving 
force behind the establishment of voluntary cartels. This associa- 
tion not only aided the formation of voluntary combinations 
among the firms represented but tried to convince them to choose 
the voluntary form of cartel in lieu of the compulsory type. When 
the compulsory cartels among the manufacturers of shapes, rolled 
iron, and rod-wire expired in 1933, it was possible to reorganize them 
as voluntary cartels, as the majority in agreement overcame a few 
small dissenting firms. The 1933 annual report of the Fascist 
Confederation of Manufacturers states on page 465: “All the 
many existing cartels in Italy are the result of voluntary consent, 
which has sometimes been the result of persuasion on the part 
of the Syndicates [the Confederation itself] and ministerial bodies.”’ 

A detailed record of the voluntary industrial combinations or- 
ganized in different industries following the law of 1932 adds little 
to the general picture. It should be noted, however, that no im- 
portant industry failed to join the movement toward cartel or- 
ganizations. Decline in prices was the motivating factor in most 
cases, but in many instances the formation of a cartel was an 
attempt to reduce distribution costs through the elimination of 
the middleman. The growth in number of sales offices in Italian 
industries was rapid in the two years following the issuance of 
the decree of 1932. Industries organized as cartels previous to 
1932 strengthened their position by centralizing their selling serv- 
ices, as, for example, the iron and steel industry, which formed a 
central sales organization in 1933 to handle selling activities 
throughout the country (N.U.S.I. [Nuova Unione Siderurgica Ita- 
liana]). Similarly, the paper industry organized a selling office for 
glazed paper in 1932, another for cardboard in 1934, and still 
another for wrapping-paper in 1935. These sales offices were es- 
tablished as limited-stock companies and soon handled over 85 
per cent of the national production. 

The chemical industry had anticipated the law and created 
powerful central sales offices prior to 1932. In 1934 it established 
additional sales offices for compressed carbonic acid, for photo- 
graphic paper, and for films and plates. 

In 1932 a cartel of hemp-manufacturers was established as a 
limited stock company. This cartel also includes the manufac- 
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turers of hemp, rope, and cord and the linen-weavers. An interest- 
ing feature of this cartel is its practical monopoly of sales of hemp 
and hemp products to the Italian government. In consideration 
of the cartel’s objectives and their influence on the general in- 
crease in hemp production, the government departments have 
been authorized to deal directly with it for the purpose of obtain- 
ing the necessary supplies of hemp products.’ Similar examples 
of organization and a growing relationship between cartels and 
Italian government could be given for scores of different indus- 


tries. 
IV. DEVELOPMENT OF INDUSTRIAL CARTELS 


FROM 1935 TO 1939 

The Ethiopian campaign and subsequently the League of Na- 
tions sanctions brought new conditions to Italy and resulted in 
shifts in the foreign and domestic policies of the Italian government. 

More complete regulation of foreign trade was reflected in an 
extension of import controls and foreign-exchange regulations. 
At about the same time, numerous organizations of a semiofficial 
nature for the purpose of controlling both the supply and the 
demand side of the market for essential raw materials were 
created. 

One of the most important of these was the General Commis- 
sion for the Manufacture of War Materials, established in 1935 
for the purpose of organizing and controlling the production of 
all war materials and of supervising the placement of skilled em- 
ployees in the various industries. Government offices and insti- 
tutions are required to supply advance details of programs con- 
cerning war products to the commission and to follow the pro- 
cedure prescribed by it as to the filling of orders for supplies from 
private industries. An Office for Mineral Products was established 
by decree in the Ministry of Corporations on November 1, 1935, 
to supervise the mining, manufacture, and distribution of the 
most important minerals used in industries supplying war ma- 
terials. This office has the authority to stop private commerce 
in those minerals used by the war industries, if necessary, and 
to make special requisitions for them in case of emergency. On 
August 1, 1935, a government monopoly for coal was established 


9 Annuario della Confederazione fascista dell’industria, 1933 (Rome), p. 477- 
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under the Italian government railroad administration in order 
to unify the purchase of all kinds of foreign coal. Its authority 
was also extended to the purchase of copper, nickel, and tin. In 
the same year a National Metal Office was set up for the distribu- 
tion of Italian production of lead, zinc, and silver for military 
purposes. After military needs were met, the remaining supplies 
were distributed to private industry. In 1936 a National Board 
for Paper and Cellulose Products was established at the Ministry 
of Corporations to promote the development of these industries, 
using only domestic raw materials. 

The establishment of these new agencies, along with the exten- 
sion of import control, favored a strong tendency toward cartel 
organization for the purpose not only of distributing manufac- 
tured goods but also of practicing collective buying and distribu- 
tion among manufacturers of foreign and domestic raw materials. 
The large factories, of course, enjoyed the largest share of essen- 
tial raw materials, since the quota system, based on the percent- 
age of previous imports (mostly those of 1934), allowed them to 
receive at least a part of the indispensable foreign commodities 
they formerly imported. The proportion of these materials al- 
lowed to small factories was often too small to permit profitable 
production, and in many cases the manufacturers could not even 
claim a quota because their needs had previously been supplied 
by middlemen rather than by direct imports. 

The tendency toward cartelization was not retarded by the 
termination of the Ethiopian campaign but, on the contrary, was 
strengthened by changing policies of government. Devaluation 
as a means of stimulating export trade and the program of self- 
sufficiency placed new responsibilities on many industries. In 
consequence of these policies a more drastic restriction of im- 
ports was imposed. 

The effect of this tendency toward cartelization in industry 
and trade is shown by important changes in legislation. A decree 
issued on April 16, 1936, and made a law on April 22, 1937, pro- 
vided, among other things, that cartels can be charged by the 
corporations or ministries with “functions of public interest con- 
nected with the specific nature of their activity.’”"° This means 

* Art. 2. 
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that cartels can be recognized by the state as responsible organ- 
izers of production in a particular field, mostly those concerned 
with national defense and self-sufficiency programs. 

This decree also extended the basis of government control 
over voluntary cartels. Voluntary cartels, the activities of which 
affect production or the national market, now require, among 
other things, the submission to the secretary of their national 
corporation of copies of their annual financial and operating 
statements, accompanied by a statement of the work of the cartel, 
including a list of its prices, the quantities of merchandise sold, 
and the allocation of production quotas among member-firms, 
etc., which can be used to evaluate the purpose and worth of the 
cartel. The supervising corporations can demand, through the 
ministries, supplementary data from the cartel or individual mem- 
ber-firms concerning the operating, as distinct from technical, 
methods used and the economic relations between the cartel and 
its members. 

The organization of the self-sufficiency plan was thus intrusted 
by the government in considerable degree to the cartels. They 
were considered as co-ordinators of entire branches of produc- 
tion, and their duties were not merely confined to the supply and 
distribution of products necessary to the national defense but in- 
cluded, in many cases, the production of substitutes for foreign 
materials. 

From the beginning of the Ethiopan campaign in 1935 up 
through the first half of 1939 over a hundred and fifty cartels 
of a voluntary nature were organized in Italy. The increasing 
raw-materials shortage and the problems arising out of the self- 
sufficiency program are in large measure reflected in the objec- 
tives of these new cartels. In addition to matters of production 
and price control, many were designed to handle the collective 
purchase of essential raw materials and their distribution among 
member-firms. Examples of this newer type of organization can 
be found in practically all fields of activity. For instance, a cartel 
was organized in 1936 to handle, among other things, the pur- 
chase of domestic and foreign oil seeds required by the vegetable- 
oil industry. A cartel was organized in 1935 for the purchase and 
distribution among member-firms of raw materials, particularly 
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scrap, used by the iron and steel industry. Similarly, an organiza- 
tion was developed in 1935 which purchases hides and skins for 
the tanning industry. Another, established in 1935, includes all 
firms importing bituminous coal for use in the manufacture of 
gas. The Independent Office for Rayon Exchange, established in 
1936, controls, among other things, the imports of cellulose and 
the exports of Viscose fiber. It secures import permits covering 
cellulose from the Italian government and distributes them among 
member-firms on the basis of previous imports, industrial im- 
portance, and actual exports. This organization also controls ex- 
port prices and acts as the industry’s representative in matters 
relating to foreign compensation and clearing agreements. 


V. CARTEL ORGANIZATIONS AMONG MIDDLEMEN 


The formation of cartels among such a large percentage of 
Italian industries was, of course, a serious blow to independent 
wholesalers and brokers, whose functions were taken over, to an 
increasing extent, by the centralized sales offices of the cartels. 
The official organization of Italian middlemen, the Confederation 
of Merchants, took a rather hostile attitude toward cartels both 
before and after the law of 1932. This attitude primarily reflected 
the views of the average commercial establishments, which require a 
certain degree of free competition. It was in opposition, however, to 
the trend of fascist economic development toward industrial con- 
centration and an increasing degree of government control in all 
fields of activity. This position of the Confederation of Mer- 
chants was one of the causes of its frequent failure to protect the 
interests of tradesmen against industrial cartels. 

It was only after considerable progress had been made in the 
field of industrial cartels that the tradesmen attempted to or- 
ganize for the purpose of providing unified service in the field of 
distribution. This attempt to substitute selling offices organized 
by middlemen for those formed by manufacturers was successful 
only in a few cases in which the production of the goods to be 
sold by the commercial organization was entirely centralized in 
the hands of a few manufacturers under a strict cartel organiza- 
tion. For instance, a commercial office for the sale of iron pipe 
was established in 1932. The member-middlemen agreed to sell 





392 FAUSTO R. PITIGLIANI 


only the products of the manufacturers participating in the manu- 
facturers’ cartel. 

A similar arrangement was developed in 1934 by a limited 
number of wholesalers who established the Commercial Iron 
Union. This organization was designed to distribute all iron 
products used by the building industry among dealers upon the 
basis of fixed proportions. 

After the Ethiopian campaign some groups of middlemen en- 
deavored to organize cartels for the purpose of collectively buy- 
ing and distributing raw materials in a manner similar to the 
practices of the recently developed industrial cartels. As ex- 
amples of similar cartels among middlemen can be mentioned 
the Cartel of the Vegetable-Oil Tradesmen, established in 1936, 
which had for its purpose the collective buying of foreign and 
domestic seeds and their distribution among the tradesmen; and 
also the cartel among fertilizer dealers, established as a stock 
company. Another was organized in 1933 by fertilizer dealers for 
the purpose of allocating import quotas among its members. 

The concentration of their commercial activities in collective 
sales offices was certainly, in many instances, the only possible 
way for the large wholesalers to protect their interests in the face 
of the competition from manufacturers’ sales cartels; but it did 
not receive the approval of the majority of small dealers. Neither 
did this concentration seem to help Italian export trade already 
damaged by quota limitations and exchange restrictions, both in 
Italy and abroad. For example, Trieste coffee-importers, who 
formerly re-exported large amounts of coffee to other Mediter- 
ranean countries, were recently grouped into a form of commercial 
cartel, but the considerable decrease in both imports and re-ex- 
ports of the last few years leaves these middlemen, regardless of 
how grouped, with little inducement for, or possibility of, regain- 
ing and maintaining control over the foreign markets they previ- 
ously supplied. 

The present tendency, however, according to the president of 
the Fascist Confederation of Tradesmen, seems to be toward the 
establishment of more group agreements among middlemen for 
the distribution of certain goods, particularly primary commodi- 

1 See I] Piccolo (Trieste), December 11, 1938; also J] Sole, December 14, 1938. 
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ties. It is difficult to say whether this tendency will be continued 
and whether industrial sales offices will be supplanted by com- 
binations among tradesmen, mainly the larger ones. However, 
in the light of the previous attitude of the government, the de- 
velopment of industrial cartels, and the individualism of medi- 
um- and small-size commercial firms generally, it is doubtful if 
many Italian middlemen have much chance of competing success- 
fully with the manufacturers in the organization of distribution 
services. 

What these shifts have meant in terms of cost cannot easily 
be estimated. Middlemen contend that they can handle distribu- 
tion more economically than the centralized sales offices of the 
cartels. While there seems, as yet, no basis upon which to prove 
or disprove these assertions, certain developments in the field 
of cost are deserving of mention. 

As a result of a study” made in Italy some years ago, it would 
seem that the costs of distribution that could be attributed to 
wholesale dealers in Italy were low in comparison with those 
prevailing in other countries. According to this study, the aver- 
age cost of wholesale distribution prevailing in Germany and in 
the United States was about 9.9 per cent of the retail selling 
price. While no strictly comparable data are available on costs 
of distribution in Italy during recent years, the following ex- 
amples of costs in certain Italian wholesale trades are of some 
interest. 

In the wholesale coal trade the compensation of dealers on less 
than carload lots now runs from 8 to 10 lire per ton on the coal 
distributed to them by the government coal monopoly. This 
means that the dealers get between 5 and 7 per cent of the selling 
price. When they are dealing in full carload lots, their compensa- 
tion is reduced to a minimum of 3.50 lire per ton, or about 2 
per cent of the selling price." 

Recently a cartel was organized for handling the sales of Chil- 
ean nitrate of soda. It authorized the Fascist Federation of Fer- 
tilizer Dealers to distribute the import quotas among the whole- 
sale tradesmen, and it fixed their rate of compensation at 5 per 

" F. Carli, “Il Costo della distribuzione,” Commercio, January, 1936, p. 284. 

"3 Il Sole, December 10, 1938. 
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cent of the wholesale price previously established by authority 
of the government. The wholesalers can sell the nitrate of soda 
only to retailers; and in case of large purchases by a retailer in any 
agricultural year the wholesale merchant must allow quantity 
discounts of from 1.0 to 1.5 per cent on the wholesale price, thus 
reducing his compensation from 5 to 4 or 3.5 per cent." 

The expenses of distributing cement through the sales offices 
of the cement cartel in 1933 are given by the National Fascist 


Federation of Dealers in Building Materials as follows: 


Percentage of 
Selling Price 


Administrative expense 
Management expense 


In contrast to the above, wholesale dealers claim 4.0 per cent's 
of the selling price as their cost of distribution. Although this 
percentage appears rather small, it seems to represent the actual 
situation in the Italian wholesale cement trade. In other words, 
these middlemen had a margin of about 4 per cent to cover their 
expenses and to compensate them for negotiating sales on behalf 
of the manufacturer directly to the consumer. The dealer’s com- 
pensation was, of course, much higher for sales of cement from 
his own stocks. In spite of the limited margins left to the middle- 
men, they sold about 13 million quintals of cement in 1935, or 
one-third of the Italian production in that year. This proportion 
has been drastically reduced with the growing influence of the 
cartel sales offices. 

The effect of the cartel on the cement industry is brought out 
not only by the increased cost of distribution but, it has also 
been claimed,” by the increasing prices of cement. 

Another indication of the cost of distribution through sales 
offices organized by cartels, compulsory or voluntary, as com- 
pared with the distribution cost of middlemen, is found in the 
hemp industry. According to a recent report,'? the expenses of 

4 Ibid, December 17, 1938. 

5 Disciplina della produsione e del commercio dei leganti idraulici, p. 17. 

16 Tbid., p. 10. 11 Jl Sole, February, 1939. 
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the compulsory cartel for the storage and sale of hemp added be- 
tween 30 and 40 lire to the cost of production, whereas the same 
service was offered by the regular dealers at 15 lire. This means 
that the distribution costs of the cartel averaged from 6 to 7 
per cent of the wholesale selling price, while that of the dealers 
amounted to about 3 per cent. 

The above examples offer some evidence that the functions 
of tradesmen, when yielded to manufacturers, are performed in 
as costly, if not more costly, a way. For instance, the financial 
statements of the rod-wire cartel issued as of September 30, 
1938,"* show a considerable increase in their selling expenses 
and especially in the percentage paid to selling agents. This is 
practically equivalent to saying that, little by little, the cartels 
are organizing themselves on the same basis as did the trades- 
men and so are producing the very situation they hoped to 
eliminate. 


VI. CARTELS IN AGRICULTURE 


Agricultural cartels (consorzi agrari) can be cited together with 
industrial group agreements because of the similarity of their 


Italian name and certain aspects of their organization. Their 
functions, however, have not been similar. Agricultural cartels 
were originally a type of voluntary-association of landowners, par- 
ticularly small occupying owners, organized primarily for the 
purpose of improving production and marketing conditions. 

In later years, these collectively organized cartels became pri- 
marily interested in executing specific land-improvement pro- 
grams of the government. A decree of September 5, 1938, recog- 
nized agricultural cartels as organizations of “public interest” 
and required that they divest themselves of their private char- 
acter and become purely public organizations under complete 
governmental supervision. Assets of the old cartels have been 
transferred to the new organizations and are now administered 
under governmental control. 

In 1892 the Federation of Agricultural Cartels was established 
for the purpose of (1) buying and selling farm products, fertilizers, 


*®“Consorzio Derivati Vergella,” ibid., December 9, 1938. 
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machines, and everything that can be used in agriculture; and (2) 
acting as an agent for promoting the market for agricultural 
produce, fertilizers, etc. Fourteen co-operative phosphate- 
fertilizer factories were attached to the Federation. The many as- 
sociated agricultural cartels, agricultural co-operatives, and other 
technical agricultural institutions bought fertilizers and other 
needed goods from the Federation. In recent years the monopolis- 
tic power of the Federation was increased by the fascist govern- 
ment, especially through the control of grain imports and the 
institution of collective storage pools. 

In past years institutions similar to the agricultural cartels 
were established by the government to help special branches of 
agriculture, such as the growing of olives and grapes. Local cartels 
for the olive-growers were established in 1927 and were grouped 
in a national federation in 1934. Local cartels among grape- 
growers were established in 1929 and grouped in a national federa- 
tion in 1931. These cartels confined their attention mostly to the 
technical problems of the interested groups and were concerned 
more with purely local interests than with the creation of monopo- 
listic organizations. In 1933 Italian hemp-growers were com- 
pelled to join a provincial cartel organized to provide for the 
compulsory storage of hemp products. In the same year all car- 
tels dealing with hemp were consolidated into a National Federa- 
tion of Provincial Hemp Cartels. 

Another type of organization, which took the form of cartels 
for the purpose of agricultural improvements under the govern- 
ment’s initiative, were the cartels organized for land reclamation. 
They either were created directly by the government or were 
organized spontaneously among landowners in order to carry out 
the government’s plan for soil reclamation. 


VII. STATISTICS ON ITALIAN INDUSTRIAL COMBINATIONS 


According to data published by the Fascist Confederation of 
Manufacturers"? and presented in Table 1, there are about three 
hundred Italian cartels operating in over forty different indus- 


9 Annuario della Confederasione fascista dell’industria, 1937 (Rome), p. 664. 
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tries. Of the total, less than forty cartels existed before the law 
of 1932; one hundred and fifty were created between the enact- 
ment of the law and the beginning of the Ethiopian campaign; 
and the remainder, after 1935. This long list shows how the 
cartel organization was spread among the most different kinds 


TABLE 1 


Industry Cartels 
Clothing 
Carbonated beverages 


re ree 
Iron and stecl 


Refractory material 
Tanning 

Building 

Cotton textiles 


of industries, even though the cartelization was not carried to 
the same degree in each industry. 

As to the sphere of their influence, it may be said that Italian 
cartels cover more than 50 per cent of the national field. Regional, 
provincial, interprovincial, and municipal cartels either are gen- 
erally concerned with low-cost products, entering into local con- 
sumption, or are limited to a few firms for the exploitation of 
a local market. While regional cartels are independent locally, 
they nevertheless often act together under a common plan to 
control prices and production in different regions. 
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VIII. NATIONAL CORPORATIONS AND THEIR CONTROL 
OVER CARTELS 

The question arises: What is the relationship between national 
corporations and cartels under the fascist economic scheme? 

National corporations are agencies of government which bring 
together employers, salaried workers, and wage-earners in a par- 
ticular branch of production or in one or more particular fields 
of business activity. There are twenty-two national corporations, 
of which the following are examples: the Corporation of Textile 
Products, the Corporation of Building and Construction, the 
Corporation of Chemical Industries, the Corporation of Water, 
Gas, and Electricity, the Corporation of Credit and Insurance. 
The number of members in the national corporations ranges 
from about thirty to sixty, the members being representatives 
of the Fascist party and of each interested group in the industry, 
such as the employers, the workers, the technicians, etc. The 
Minister of Corporations serves as the president of most national 
corporations, and the vice-president is appointed by the head of 
the government from among the representatives of the Fascist 
party, who are generally three in number. Except for the presi- 
dent and the representatives of the Fascist party, the members of 
a corporation are supposed to be actively engaged in the industry 
or trade as employers or workers. The secretarial work of the 
corporations is handled by employees of the Ministry of Cor- 
porations at Rome. 

Cartels are private organizations of manufacturers of trades- 
men frequently established with a view to exerting monopolistic 
influence on a market through the co-ordination of production and 
distribution of a certain product. Italian cartels may be organized 
as regular limited stock corporations or merely as central adminis- 
trative committees. 

The theoretical authority of the national corporations over the 
cartels is both direct and indirect. National corporations can di- 
rectly affect the cartels through their authority to inspect and 
regulate the activity of compulsory cartels. They can recommend 
to the Ministry of Corporations the establishment of new cartels 
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or the liquidation of existing ones. In addition, they can rec- 
ommend the extension to voluntary cartels of regulations formu- 
lated for the operation of compulsory cartels. On the other hand, 
national corporations can also recommend that certain cartels 
be intrusted with the regulation of national production in a par- 
ticular field, especially those related to the development of na- 
tional self-sufficiency plans. Indirectly the national corporations 
can affect cartels through their authority to regulate prices of 
commodities or by drafting plans for the regulation of production 
in a branch of industry wherein manufacturers may be operating 
under a cartel agreement. 

Practically, the authority of national corporations over cartels 
is much more limited. In fact, the national corporations have 
always been more powerful on paper than in their actual working. 
The leaders of the most important industrial cartels, furthermore, 
are generally the most influential members of the council of each 
national corporation, so that a substantial difference of opinion 
between the two organizations is rather unusual. But the main 
reason for the diminishing authority of the national corporations 
in this and other fields is to be found in the increasing economic 
power of the political leaders. As a consequence of the Ethiopian 
campaign and of the self-sufficiency plans, the government dealt 
directly with the cartel leaders for the purpose of promoting the 
increase of national production and for the fulfilment of the new 
industrial plans. There is no doubt that these new tasks directly 
imposed on the cartels are going to give the large Italian manu- 
facturers a privileged status, at least as long as the present cir- 
cumstances persist. 

During the last few months several indications have been given 
in the Italian press of the establishment of a more effective control 
over cartels by the national corporations. Yet there is nothing 
to show that the cartels, especially those affecting large manu- 
facturers, are actually subordinated to corporative bodies. This 
dependency, which was a fundamental characteristic of the cor- 
porative regime and was expected to be enforced through the 
new structure, seems to have lost ground, since the government 
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is intrusting Italian industry with tasks of such importance as 
to give the large manufacturers little concern about the control 
carried on by corporative bodies. 

The decisions reached at a recent meeting of the Central Cor- 
porative Committee, on October 17, 1939, show, however, that 
the Italian government intends to increase its present control 
over all forms of cartels, possibly through a continuous super- 
vision carried on by government officials. Such a supervision will 
tend to strengthen the power of the political executive over in- 
dustry, but it does not seem to be in line with the principle of 
self-discipline of the productive groups, which was supposed to 
be a pillar of the corporative theory. 

As a consequence of the government’s new view of its control 
over cartels, a new classification has been proposed at the above 
meeting of the Central Corporative Committee. Accordingly, car- 
tels should henceforth be no more divided into two types, the so- 
called “compulsory” and the “voluntary,” but into three types, 
as follows: (1) compulsory totalitarian cartels, those established 
at the government’s order among all the existing firms in an 
industry; (2) compulsory but not totalitarian cartels, those es- 
tablished at the request of some of the firms engaged in a certain 
industry or of an occupational association; and (3) voluntary 
cartels, those established as described at the beginning of this 
study. 

Such a proposal shows how the words “compulsory” and “‘vol- 
untary” can be susceptible of various interpretations; but it does 
not yet show whether the large Italian manufacturers, to whom 
the government has often given a potential monopoly in impor- 
tant fields of national production, are bound to any other control 
than the will of the political authority.”° 

2° In addition to the sources already indicated in the text, reference should be 
made to the three volumes of L’Economia italiana nel sessennio 1931-36, issued by 
the Bank of Italy in 1938, and to the various trade papers issued by the different 
federations of industrialists. 

The author wishes to express his appreciation to Mr. Jarvis M. Thayer, Jr., 


and to Mr. John T. Harding, of the National Industrial Conference Board, for the 
assistance given in the preparation of some parts of the present article. 
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I 
T= predominance of bullionism, nationalism, and pater- 


nalism in Spanish economic literature fully justifies the con- 
clusion that “to the very end of the eighteenth century all 
the leading writers belong to the mercantilist school, with, during 
the latter period, a loudly professed admiration for Colbert.’” 
Yet Spanish mercantilism was not merely an echo of foreign ideas, 
nor was it wholly undifferentiated and consistent per se. Except- 
ing Luis Ortiz’ Memorial al rey para que no salga dinero del reino 
(1558), which has been appraised as “a remarkably lucid and con- 
sistent formulation of the balance-of-trade doctrine,” a dearth of 
noteworthy economic writings characterized the last half of the 
sixteenth century; but after 1600, as imports of treasure declined 
and Spain’s economy steadily deteriorated, a legion of economists 
and arbitrisias brought forth tracts, memorials, and lengthy 
treatises on the measures necessary to lift the country from the 
doldrums. Martin Gonzdlez de Cellorigo, Memorial de la politica 
necessaria y wtil restauracién de la republica de Espatia (1600), 
Sancho de Moncada, Restauracién politica de Espatia (1619), 
Gerénimo de Cevallos, Arte real para el buen gobierno de los reyes y 
principes (1623), and Pedro Fernandez Navarrete, Conservacién 
de monarqutas (1626) are notable illustrations of mercantilist 
* A grant-in-aid from the Social Science Research Council in 1936 made possible 
the acquisition of data used in portions of this paper. 
*E. Castelot, “Spanish Schools of Political Economy,” in R. H. Inglis Palgrave, 
Dictionary of Political Economy (London, 1926), III, 450. 
+E. J. Hamilton, “Spanish Mercantilism before 1700,” in Facts and Factors in 
Economic History (Cambridge, Mass., 1932), p. 230. 
401 





402 ROBERT SIDNEY SMITH 


thought in the early seventeenth century. Although they con- 
tributed many sound and practical recommendations for the im- 
provement of agriculture, the stimulation of business initiative, 
and the abolition of idleness, most writers were primarily con- 
cerned with monetary problems, fiscal reforms, and commercial 
policy. Mounting prices and state debts, the constant drain of 
specie, and the excessive importation of foreign goods were the 
questions which appeared most urgently to demand solutions. 

Among the writers who evinced more than a commonplace un- 
derstanding of foreign trade and commercial policy were Alberto 
Struzzi and Diego José Dormer. Inasmuch as Colmeiro abstract- 
ed their economic writings in his bibliography of Spanish econo- 
mists,‘ they have not been altogether ignored; but the encyclo- 
pedias and histories of theory furnish very inadequate statements 
of the ideas of these two authors.’ Neither Struzzi nor Dormer 
wrote extensively on economic topics, and a few pages will suffice 
to review their doctrines, with special attention to points on which 
they broke away from the most common convictions of seven- 
teenth-century mercantilists. 

II 


A Neapolitan by birth, Struzzi was a naturalized Spaniard. 
His principal work, Didlogo sobre el comercio destos reynos de Cas- 
lilla, was first published in 1624;° but the dates of his birth and 


4M. Colmeiro, Biblioteca de los economistas espavioles de los siglos xvi, xvii y xviii 
(Madrid, 1880), pp. 80 and 156-57. Colmeiro devoted 117 words to Dormer, 188 
words to Struzzi. 

5 Brief mention of Dormer and Struzzi occur in the following: Palgrave, op. cit., 
I, 633, and III, 482; L. Say and J. Chailley, Nouveau dictionnaire d’ économie poli- 
tique (2d ed.; Paris, 1900), I, 731-32, and II, 926; Encyclopaedia of the Social Sci- 
ences, V, 219 (Dormer); R. Bona, Essai sur le probléme mercantiliste en Espagne 
au xvii* siécle (Bordeaux, 1911), pp. 184-93; E. Nys, Researches in the History of 
Economics (London, 1891), pp. 315-16; L. Cossa, An Introduction to the Study of 
Political Economy (London, 1893), p. 247. Colmeiro first discussed Dormer’s work 
in his ‘Discurso ... sobre los politicos y arbitristas espafioles de los siglos xvi y 
xvii,” Discursos letdos en las sesiones ptiblicas que ... ha celebrado desde 1852 la real 
academia de la historia, I (Madrid, 1857), 401-25. 

6 By Lufs Sanchez, probably in Madrid where it was reprinted in 1625. An im- 
perfect copy of the 1624 impression, which does not bear the place of publication, is 
in the Biblioteca nacional, Madrid, Seccién de varios, ca. 1-1-80. A copy of the 1625 
printing is in the British Museum: 1322.1.12 (59). 
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death are not known.’ He described himself as a “‘Gentilhombre 
de la Casa de la Serenfsima Infanta Dojia Ysabel” —a position of 
uncertain responsibility and perquisite. He was the author, or co- 
author, of a tract on military science published in 1614.° Retained 
in Madrid by Philip IV, Struzzi devoted himself to the study of 
several problems facing the country and prepared not less than 
nine separate memorials dealing with money, taxation, commerce, 
public debts, and military affairs. His majesty’s ministers exam- 
ined Struzzi’s proposals and approved several of his discourses for 
publication, but the Didlogo sobre el comercio appears to be the 
only one actually printed.° 

As the title suggests, the Didlogo is a series of questions and 
answers."® In reply to the query, “What is commerce?” Struzzi 
declared that commerce is the interregional and international ex- 
change of goods arising from the natural differentiation of geo- 
graphical areas as to resources, industries, and human skill. Na- 
tions import, he said, in order to have goods obtainable in no other 
way or simply to secure commodities cheaper than they could be 
produced domestically. No city or country may presume to pros- 
per without using some foreign wares. Regarding it as “impossible 
for any kingdom or nation to be provided with everything it needs 
and not to require anything of its neighbors,” Struzzi reasoned that 

7 The Espasa-Calpe Enciclopedia universal ilustrada does not contain Struzzi’s 
name, and the article in the Enciclopedia italiana de scienze, lettere ed arti, XXTU, 
882, furnishes no important biographical details. It appears from one of Struzzi’s 
unpublished discourses (see below, n. 9) that he traveled extensively and resided for 
a number of years in Nuremberg. 

* Imago militiae . . . . industria et opera Alberti Strussi .... cui adiutricem manum 
adiunxit Ioannes Vander Elst machinarum bellicarum director (Brussels, 1614). A 
copy is in the British Museum: 1197.i.4 (3). 

* British Museum, 1322.1.12 (60). This printed leaflet of two pages is a memoran- 
dum of the committee designated by the crown to report on Struzzi’s propositions. 
Concerning a discourse entitled ‘‘E] ajustamiento de la plata con el oro,” the com- 
mittee found that it deserved to be published, “por ser accessorio al del comercio” 
(ie., the Didlogo sobre el comercio), but this treatise has not been found either in 
manuscript or in print. 

The use of Struzzi’s name in the text creates some doubt as to the literary re- 
sponsibility for the Didlogo, e.g., fol. 14: ‘“Y queriendo el dicho Alberto Struzzi 
concluir con este discurso, le parece....’’ Possibly che author gave his views orally, 
after which they were edited by a secretary or notary. 
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“by the natural law of mankind (ley natural de las gentes) trade 
ought to be unrestricted (libre) throughout the entire world, with- 
out limitations as to nations or laws.”"* After recommending the 
moderate taxation of foreign merchants in Spain and commending 
(as had Xenophon) the expeditious justice of the special commerce 
courts (consulados), he urged the king to permit the “free” impor- 
tation and exportation of “‘any and all goods.””” 

A constant preoccupation of the government was the inability 
to retain in Spain the treasure brought back from the New World. 
Following more than a century of ineffectual prohibitions, on 
October 14, 1624, Philip IV fixed the penalties of death and the 
confiscation of goods for the exportation of specie."? Struzzi’s 
essay, printed in November, 1624, denied emphatically the possi- 
bility of stopping the outward flow of treasure by legislative ac- 
tion. Previously, in 1619, Sancho de Moncada had signalized the 
futility of the prohibitive measures;'* but Struzzi, unlike Mon- 
cada, rejected the idea that indefinite accumulation of gold and 
silver is a desirable national objective. 

Struzzi recognized (as had some of his predecessors) the true 
causes of the export of specie. The precious metals were leaving 
Spain (1) to pay foreign merchants who indirectly supplied the 
Spanish colonies with goods, (2) to buy foreign products demand- 
ed by private owners of specie, and (3) to pay the foreign obliga- 
tions of the state. Hence, nothing was more obvious than that 
“the gold and silver which are brought from the Indies cannot re- 
main in these realms.’"5 Effective prohibitions on the export of 
these metals from Spain would put a stop to the flow of treasure 
from America as well as deprive the country of adequate means of 
payment for the foreign-made wares indispensable to the colonial 
markets. 

Struzzi went beyond these practical considerations to proclaim 
that Spain rightfully should share her gold and silver with the 
world. Granted that “without these two metals nations cannot 

™ Didlogo, fols. 2-3. 

1? Tbid., fol. 15. ™3 Hamilton, of. cit., p. 219. 

4 Restauracion politica de Espata (2d ed.; Madrid, 1746), p. 58. 

8 Didlogo, fol. 9. 
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be maintained,” he was convinced that Spain, possessor of the 
world’s most productive mines, ought to furnish specie to other 
countries. The refusal to do so would tend “to disorganize the 
whole world.’’** Asked to consider the possibility of restricting 
merchandise imports to the value of exported goods, so that gold 
would not be expelled, Struzzi replied vaguely that “money in 
Spain, whence it is exported, always has to be worth less than in 
other countries.”*? He clearly recognized that the Spanish price 
level was relatively high, but he did not contribute anything sig- 
nificant to the theory of international prices. What impressed 
him most was the fact, if not the necessity, of a more or less con- 
stant flow of specie as an instrument of international trade. “The 
Genoese nation,” Struzzi declared, “makes no effort to retain 
money within the country, but manages to send it abroad, par- 
ticularly to the Levant, and to supply it to whomever needs it.’’* 
Such a policy he recommended as one of the requirements for the 
maintenance of commerce and the accumulation of wealth. 
Struzzi condemned the preference of wealthy Spaniards for in- 
vestment in real property and government obligations and urged 
an increased application of capital to industry, commerce, and 
shipping. He was willing to have domestic manufactures encour- 
aged by privileges, excepting import embargoes. Renewed efforts 
to cultivate the mulberry tree in various regions would, he 
thought, enable the domestic silk industry to meet foreign com- 
petition. With the improvement of home industries many foreign 
goods would be excluded “naturally,” because of the cheapness of 
the domestic product; but it would always be necessary and de- 
sirable to import some foreign commodities. By way of illustra- 
tion, Struzzi pointed out that in spite of an abundance of iron ores 
Spain might never produce manufactures of iron as good or as 
cheap as those of Germany and France, “because the character of 
the country is not propitious for such industries; neither is the 
temperament of the people favorable, since they [Spaniards] are 
high-strung (coléricos) rather then phlegmatic, which is the re- 
quired disposition.’”*® Further development of this idea is not 


"6 Ibid., fol. 10. *1 Ibid., fol. 9. 18 Tbid., fol. 10. 9 Ibid., fol. 4. 
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found in the Didlogo, so that it is difficult to say how well Struzzi 
understood the principles of absolute and comparative advan- 
tage. 

Struzzi did not plead unqualifiedly for free trade; he argued for 
the removal of absolute prohibitions on international commerce 
but not for the complete removal of customs barriers. Somewhat 
inconsistently, in fact, he advocated the expansion of trade for the 
sake of shifting the burden of taxation from sales taxes (alcabalas) 
to import and export duties. He characterized tariffs as the “most 
equitable”’ form of taxation, failing to examine either the incidence 
of such impositions or the relation of the level of import duties to 
domestic production and the volume of trade. 

Finally, Struzzi insisted that individuals should be free to 
choose an occupation or mode of gaining a livelihood “according to 
their inclination and best advantage” and spoke disparagingly of 
legislation as a force for economic improvement”°—ideas whose 
inchoate development by the Spanish author adds nothing signifi- 
cant to the history of laissez faire. One of Struzzi’s unpublished 
essays recommended public pawnshops (montes de piedad) to de- 
liver the poor of Spain from the clutches of usurious lenders; pos- 
sibly on the basis of personal observation, the writer lauded the 
accomplishments of this institution in other countries. On the 
other hand, he approved of an apprentice system in which orphans 
should be compelled to work for wages below the cost of their sub- 
sistence, supplementing their earnings by begging. Besides re- 
peating the ubiquitous demand for the apprehension of vaga- 
bonds and forced labor for the idle, Struzzi insisted that “children 
of the common people” should not be taught to write (although 
they should learn to read “Christian doctrine’’); the effect of these 
measures would be to depress wages or keep them from rising in 
order to improve the competitive position of Spanish manufac- 
tures.* 

2° Tbid., fol. 14. “It is not necessary to make new laws,” he said, or to invoke the 
authority of “learned authors” for'guidance in economic affairs; a plethora of Span- 


ish economic legislation is revealed by Juan de Hevia Bolafios, Laberinto de comercio 
terrestre y naval (published in 1619 and the only book cited in the Didlogo). 


* Jbid., fols. 8 and 13. 
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Ill 


Dormer, who died in 1705, was a priest and the official historian 
of the kingdom of Aragon. He spent most of his life in Saragossa, 
where he published numerous books on ecclesiastical and profane 
history. Doubtless his principal contribution to learning was the 
continuation of Zurita’s Amales de la corona de Aragén, in which 
Dormer brought to light valuable material from the Aragonese 
archives.” 

In 1678, the cértes of Aragon prohibited the importation of 
nearly all classes of foreign textiles and raised the general level of 
customs duties to 20 per cent ad valorem, for the express purpose 
of protecting domestic manufactures and preventing the export 
of specie. The parliament authorized a committee of eight mem- 
bers to study the effects of this legislation and, at the end of six 
years, to remove or modify the prohibitory measures, if changes 
seemed desirable. Dormer brought out his Discursos histéricos- 
politicos’ in 1684 in an effort to convince the céries that embargoes 
and high tariffs were not only detrimental to Aragon but were 
contrary to the traditional commercial policy of the realm. After 
reviewing three centuries of commercial legislation, he concluded 
that “in Aragon, traffic in foreign wares has never been prohibit- 
ed,** nor has any limitation been imposed upon it; on the con- 
trary, merchants have been greatly favored, with the object of 
encouraging them to trade freely (para animarlos al libre trato).’”*s 
Dormer definitely and unequivocally counseled (1) the repeal of 
the embargoes of 1678, (2) the removal of the 20 per cent tariffs on 
imports and exports (derechos del general), and (3) the abolition of 
transit dues on internal trade (peages). He condemned, under the 

» Extensive biographical and bibliographical material is found in F. Latassa, 
Biblioteca antigua y nueva de escritores aragoneses, I (Zaragoza, 1884), 402-6, and in 
the Enciclopedia universal ilustrada, XVIII, 2032. 

*3 Discorsos histéricos-politicos, sobre lo qve se ofrece tratar en la iunta de los ilus- 
trissimos quatro bracos del reyno de Aragén ... que el rey ... ha mandado congregar este 
afo de 1684, en la ciudad de Zaragoca, conforme lo dispuesto por su magestad en las 
cérles de 1678 (Zaragoza, 1684). 

™ An error, since in 1626 the importation of silks and woolens was banned (Ham- 
ilton, op. cit., p. 226). 

*S Discursos, p. 14. 
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existing circumstances, the use of tariffs for revenue purposes and 
proposed to satisfy the requirements of the royal exchequer by 
substituting municipal levies graduated according to population. 

Dormer saw clearly that international trade is fundamentally 
an exchange of goods for goods. He maintained that it is self-evi- 
dent (asentado por constante) that “all nations trade by barter- 
exchanges (por permutas), since in any other fashion the money of 
each region would soon be exhausted.’”* Obviously, if exports of 
money alone paid for a country’s imports, the monetary stock 
would soon be consumed. The insignificant change in the amount 
of money circulating in Aragon, over a period of years in which 
coinage was slight and the consumption of foreign goods heavy, 
revealed the error of those who thought embargoes necessary to 
prevent the loss of specie.?’ 

One of Aragon’s constant needs was a foreign market for her 
wool and olive oil. Aragonese wool, Dormer observed, was ordi- 
narily purchased by foreign merchants with the money, or ex- 
change, received from the sale of imported goods. Thus, the effect 
of laws impeding the importation of foreign products was to cur- 
tail the exports of wool and other commodities from Aragon. 
Dormer attacked “excessive” import duties as “a species of pro- 
hibition,” since they raised prices and reduced the consumption of 
foreign wares; pointed out that embargoes led to retaliation, thus 
further handicapping the Aragonese export trade; and reasoned 
that the difficulty of changing consumptive habits by restrictions 
on commerce encouraged smuggling and the evasion of duties. 
On the latter score, he guessed that from 1678 to 1684 the value of 
foreign cloth seized and destroyed amounted to 800 escudos, as 
compared with about 900,000 escudos’ worth of goods illegally en- 
tered but not confiscated. 

Unfortunately, the free-trade elements of Dormer’s thought 
were propounded not as general principles but as expedients to 
serve a temporary predicament. Much as he appreciated the re- 

6 Ibid., p. 29. 

27 Dormer’s analysis compares favorably with Adam Smith’s discussion of money 
in circulation and exports of specie in connection with England’s expenditures 
abroad during the Seven Years’ War (Wealth of Nations, Book IV, chap. i). 
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quirements for maintaining foreign markets, he could not con- 
vince himself that the importation of manufactures in exchange 
for exported wool was “naturally” or permanently advantageous 
to the country. Apparently unfamiliar with the work of Struzzi, 
the Aragonese cleric not only failed to recognize a “‘natural law” 
of international trade, but in considering the long-run interests of 
Aragon reverted to some of the most banal ideas on trade and 
treasure. The following passage illustrates the triumph of preju- 
dice over reason in Dormer’s essay: 

From all that has been said above, the necessity and advantage of re- 
voking the prohibition of trade may be inferred It is my opinion in 
this matter that foreign goods are very harmful to the kingdom and that 
by using domestic products those who make them will be supported and will 
be enabled to employ many people in working them up, in weaving and 
spinning silk and in other crafts, until their skill is perfected, and this would 
contribute greatly to increasing the population of the realm, abolishing idle- 
ness and preventing the export of money, and attracting money from other 
parts. 

But what I don’t understand is how this can be achieved by a pro- 
hibitory law difficult, or better said impossible, of observance and of such 
great harm in that it alienates us from other countries; and, since the 
malady from which we suffer has been contracted over a long period of time, 
it must be cured slowly and not all at once with such a drastic remedy as to 
stop the export of wool and other goods, causing losses to the owners of 
sheep and to others.** 


To establish domestic manufactures, Dormer recommended 
prizes and subsidies for foreign industrialists who would set up 
factories in Spain. He would have excluded foreign merchants 
from residence in the country: after a short stay, he said, they 
generally leave with all the money they have accumulated. On 
the other hand, skilled artisans should be encouraged to immi- 
grate, since they would bring money with them and would con- 
tribute to the increase of population. Finally, Dormer insisted 
that the best way to rid the country of foreign goods was for 
Spaniards to work more diligently and to “exile” their greatest 
enemy, Idleness. 


** Discursos, p. 44. 





ROBERT SIDNEY SMITH 


IV 


Careful perusal of the Diélogo sobre el comercio fails to support 
the contention of Castelot that Struzzi advocated “absolute free 
international trade.”*® Similarly, thorough study of Dormer’s 
Discursos histéricos- politicos impeaches the view that it is “precise 
in its economic doctrine” and that the author “deliberately puts 
aside the prevailing prejudices” of seventeenth-century Europe.*° 
Nevertheless, the views of the two men are worthy of record, and 
it is unfair to dismiss their writings as nothing more than “vague 
laudations of free trade.”** Struzzi’s explanation of the interre- 
gional differences in resources and productive ability which are 
“naturally” conducive to foreign trade is at least as exact as 
Dudley North’s observation that “a nation in the world, as to 
trade, is in all respects like a city in a kingdom, or family in a 
city.” And the Spanish writer, as far as his known work reveals, 
was definitely antibullionist. Dormer’s analysis of the mechanics 
of international trade and payments is surprisingly accurate, con- 
sidering the time and place; and the author developed (although 
he did not fully accept) a logical case for free trade. He could not 
rid himself of the notion of the superiority of national self- 
sufficiency, and eventually he retreated to the unreasonable posi- 
tion that things imported into a country are harmful because they 
are foreign. 

The antimercantilist elements of Struzzi’s and Dormer’s work 
had little, if any, influence on subsequent thought. Uztdriz and 
Ulloa, the great masters of Spanish mercantilism in the eighteenth 
century, appear to have been unfamiliar with the work of these 
seventeenth-century economists. Dormer, however, lived to see 
some of his proposals carried out. 

Charles II convened the Aragonese céries in 1684, and early in 
1686 this body approved new statutes on foreign commerce. 
“Realizing from the experience of six years that the prohibition of 


29 E. Castelot in Palgrave, op. cit., III, 482. 

3° Ibid., I, 633. 

3 Cossa, op. cit., p. 247. 

3 Discourses upon Trade (London, 1691), p. 14. 
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‘free’ commerce in commodities, established by the laws of 1678, 
[had] not produced the results which were anticipated,”*’ the 
parliament revoked most of the prohibitive measures and ap- 
preciably liberalized the commercial policy of the realm. The rate 
in the general schedule of import and export duties was lowered 
from 20 to 10 per cent ad valorem, while worsted yarn and a few 
other items were placed on the free list. On the whole, the legisla- 
tors appreciably reduced the amount of tariff protection and the 
number of trade embargoes existing under the laws of 1678. It is 
impossible to furnish positive proof that the lawmakers read Dor- 
mer’s Discursos and were guided by his recommendations.** The 
will to believe that a “practical” achievement rewarded one 
seventeenth-century theorist** is tempered by the thought that 
the extremely severe restrictions on trade, under the laws of 1678, 
may have been universally recognized as intolerable. 


33 Fueros y actos de corte del reyno de Aragén ... en las cértes de Zaragoze ... 
M.DC.LXXXIV (Zaragoza, 1686), fol. 1. 

4 A thoroughly reliable historian, Ignacio de Asso, believed that the legislators 
were influenced by Dormer’s arguments (Historia de la economia politica de Aragén 
(Zaragoza, 1798], pp. 393-94). 

38 Reviewing the work of other Spanish economists in this century, Professor 
E. J. Hamilton concludes: ‘‘History records few instances of either such able diag- 
nosis of fatal social ills by any group of moral philosophers or of such utter disregard 
by statesmen of sound advice” (‘‘The Decline of Spain,” Economic History Review, 
VIII, 178-79). 





ALLEGED “ADDITIONAL WORKERS” IN THE 
MEASUREMENT OF UNEMPLOYMENT 


DON D. HUMPHREY 
Washington, D. C. 


R. WOYTINSKY has attempted to measure an aspect of un- 
employment that has been talked about a good deal,’ namely, 
the volume of additional workers in the labor market owing 

to the unemployment of the family’s usual breadwinner. It is the fa- 
miliar story of the head of the family losing his job whereupon his wife 
and children also start looking for work so that two or more persons 
appear to be unemployed and are reported to be unemployed by most 
censuses or labor-market studies when in fact only one has lost his job. 
With this goes the further assumption that with recovery the additional 
workers retire again from the labor market. “By additional worker is 
meant the person who is on the labor market because of the unemploy- 
ment of the usual breadwinner in his family and who otherwise would 
not be seeking work. The term . . . . should not be confused with sup- 


plementary worker ....” (p. 1). Thus Mr. Woytinsky is concerned, 
not with the normal multiple worker family, nor with the normal 
growth in the labor force resulting from changes in the age composition 
of the population, but with those who “temporarily seek gainful em- 
ployment” during depression—the so-called “forced-entrant.” 


During a depression the number of persons seeking jobs tends to outrun 
the number of persons who have lost their jobs. On the other hand, with 


* Additional Workers and the Volume of Unemployment, Pamphlet Series No. 1 
(Washington: Committee on Social Security of the Social Science Research 
Council, 1940). 

Paul Webbink explains in the Preface that this represents the findings of the 
third part of Mr. Woytinsky’s Report to the Committee “‘on the mobility of labor 
and unemployment. The findings of the second part of this report were given in 
abridged form in the pamphlet Recent Trends in Labor Turnover, Their Causes and 
Their Effects on the Labor Market, published by the Committee in March 1939. 
Certain portions of the first part of the report, under the title Fluctuations in Em- 
ployment Covered by the Federal Old-Age Insurance Program, were published by the 
Bureau of Research and Statistics of the Social Security Board in August 1939, as its 
Bureau Memorandum No. 40” (pp. v-vi). 
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progressive recovery the reemployment of usual gainful workers is likely to 
bring about the gradual withdrawal of additional job-seekers 

The validity of these statements is tested in the following pages by an analysis 
of the returns of various enumerations undertaken from 1930 to 1938 [pp. 
1-2, my italics]. 


Throughout the remainder of the thirty-seven-page booklet Mr. 
Woytinsky writes as if the census data do, in fact, (a) confirm his 
hypothesis and (6) provide a measure of the volume of excess unem- 
ployment caused by forced and temporary entrants to the labor 
market. 

The results of this analysis suggest that additional workers were in- 
cluded in the totals of all unemployment censuses . . . . [p. 4]. 

In most of the enumerations referred to in the present pamphlet, the pro- 
portion of additional job-seekers to the usual workers unemployed happens to 
vary within the relatively narrow range of 10 to 20 or 25 per cent 

Therefore, to determine the real deficit in the number of jobs at any given 
time, the unemployment estimates and the returns of direct enumerations 
should be discounted correspondingly. 

For example, in the returns of the voluntary registration in November 
1937, the analysis . . . . suggests that about 900,000 to 1,000,000 additional 
workers were included in the total of 7,845,000 [p. 6]. 


The empirical basis for the author’s conclusion as to the number 
of additional and temporary job-seekers in the labor market is the 
fact, shown by various enumerations, that the average rate of unem- 
ployment among workers in multi-worker families is higher than the 
average rate for workers in single-worker families. This is Mr. Woy- 
tinsky’s measure of the additions to the labor supply which wax with 
unemployment and wane with re-employment.’ Such a shift—the 
wife, children, and other dependent relatives seeking work when the 
usual breadwinner loses work—would, of course, alter the structure 
of the working population by family groups. If the unemployment 
of the usual family head produced forced entrants, a structural change 
would result. ‘Former one-worker households with unemployed heads 
would become two-worker families, two-worker families would be 
transferred to the group with three workers, and so on” (p. 7). Clearly, 
two points in time are requisite for testing the author’s hypothesis. It 

* The same analysis is also made in slightly different terms. The number of 
family units affected with unemployment is lower than it would be if individual 
unemployment were distributed among families on a random basis. This, of course, 
is because of the concentration of unemployment in the multi-worker units. 





414 DON D. HUMPHREY 


is the shift from prosperity to depression that is vital. But Mr. Woy- 
tinsky avoids this crucial question by assuming (a) that unemploy- 
ment is distributed on a random basis and (6) that the statistical evi- 
dence to the contrary is a measure of the volume of additiona! workers. 
The fact that unemployment is not distributed on a random basis 
but is concentrated in multi-worker families is not to be questioned. 
The conclusion, however, that this is solely a result of the depression, 
forcing additional members of the family temporarily to seek work, is 
open to very serious question. If true, the distribution of unemploy- 
ment would, because of additional workers, become more highly con- 
centrated in multi-worker families as unemployment increases. Con- 
versely, the distribution of unemployment would approach a random 
basis as unemployment falls. Mr. Woytinsky obtains measurements 
that seem plausible because they appear to follow this pattern, that is, 
according to his analysis the volume of additional workers represents 
8.8 per cent of the labor force in 1932 but only 2.2 per cent in 1937. 
Actually, however, there is no evidence at all in Mr. Woytinsky’s 
statistics to suggest that the uneven distribution of unemployment is a 
depression phenomenon. Quite the contrary, it appears at all stages of 
the cycle. Furthermore, there are excellent reasons for expecting rela- 
tively higher rates of unemployment among certain groups at all times. 
In fact, there are very strong reasons for suspecting any census which 
would indicate the same rate of unemployment (i.e., random distri- 
bution) among workers in multi-worker families as among those in 
one-worker families. The obvious reasons for expecting a difference 
between the two groups is the difference in age, sex, skill and training, 
work experience of the workers, and the deliberate industrial policy of 
employers. Censuses universally show that the rate of unemployment 
varies with age, sex, skill, and work experience. Young workers six- 
teen to twenty-four years quite generally have an average rate of 
unemployment markedly higher than mature workers. Skilled and ex- 
perienced workers fare better than unskilled and inexperienced 
workers. Even in normal times it would be most unusual for the sup- 
plementary workers? in multiple-worker families to have the same age, 
sex, skill, and work experience as the family head. In addition, the 
supplementary workers are discriminated against by some employers 
because they are supplementary workers. There is considerable senti- 
ment against working wives. When it becomes necessary to lay off 
workers, some firms follow the deliberate policy of firing supplemen- 


3 By supplementary workers I mean regular members of the labor force, not the 
additional workers in question. 
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tary workers first. Laying off in inverse order of seniority would us- 
ually have the same effect. It appears, then, that a very substantial 
difference between the average rate of unemployment for workers in 
single and those in normal multiple-worker families is to be expected. 
Unemployment was not distributed on a random basis in 1929, 1930, 
1931, 1932, 1937, Or in any other year. 

The higher incidence of unemployment among multi-worker units is 
explainable in terms of the characteristics of normal supplementary 
workers. Since it is well established that the employment process is a 
selective one and that wide differences in the chance of unemploy- 
ment exists on a basis of age, sex, race, skill, and work experience, I 
do not understand how Mr. Woytinsky can suppose that these dif- 
ferences indicate, in any way, the presence of additional workers in 
the labor market. The application of random unemployment proba- 
bility clearly requires that the normal supplementary workers be of 
an age and sex and have skill, training, and work history comparable 
to that of the so-called breadwinner. Since they do not, the only 
reasonable expectation is that in normal multiple-worker families the 
incidence of unemployment will be concentrated on the supplementary 
workers because of their youth or old age and/or because their train- 
ing and work history are inferior to that of the family head. 

I suggest that the author’s hypothesis cannot possibly be tested 
by a census for a single year. Throughout the booklet he speaks as if 
the difference between the unemployment rate in single- and multiple- 
worker families were a test of his hypothesis regarding forced entrants. 
But to test Mr. Woytinsky’s hypothesis requires not a difference but 
an increase in the difference, from prosperity to depression, accom- 
panied, of course, by a structural shift to a higher percentage of 
multiple-worker families. The entire reference to census material is 
misleading because none of the census data involving a single year 
can possibly provide a measure of the increase in the concentration 
of unemployment in multi-worker families between good and bad 
years. The only data available for a series of years are the Phila- 
delphia censuses; the remainder of the enumerations that Mr. Woy- 
tinsky employs cannot possibly indicate the presence of ‘“additional”’ 
workers since there is no base period with which to compare them. 

While the booklet is replete with formulas, it presents no data— 
only the final results. Now, the Philadelphia censuses that I was 
able to obtain show, as between different dates,‘ (a) no significant 


‘I wish to suggest, not that there are no additional workers in the market, but 
only that these statistics do not measure the increase. 
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structural change in the distribution of single- and multiple-worker 
families and (6) no increase in the concentration of unemployment in 
multi-worker families. According to Mr. Woytinsky’s analysis, one- 
worker families would become two-worker units and there would be a 


TABLE 1 


PERCENTAGE DISTRIBUTION OF WORKER FAMILIES 
IN PHILADELPHIA, 1929-36 








Famities Havinc 





4 or More 


2 Workers Workers 


1 Worker 3 Workers 





30.0 
27-3 
26.8 
26.5 
28.9 

















TABLE 2 


VARIATIONS IN THE INCIDENCE OF UN- 
EMPLOYMENT IN PHILADELPHIA 








PERCENTAGE OF WoRKERS 
UNEMPLOYED IN 





One- 
Worker 
Families 


Multi- 
worker 
Families 


All 
Families 





11.3 
28.0 
38.0 
48.3 
31.6 

















general shift toward the right in Table 1. But no such change is ap- 
parent. The three- and four-worker families increased but a trifle 
in 1932, while in 1929 there were fewer one-worker families and more 
two-worker families than in any subsequent year. 

A comparison of the relative rates of unemployment between single- 
and multiple-worker families is shown in Table 2 for the years 1929-39. 
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It will be observed that the difference declined between 1929 and 1931 
as well as between 1931 and 1932. This clearly indicates the opposite of 
Mr. Woytinsky’s conclusion. If his interpretation were properly ap- 
plied to these data, one would be forced to conclude that there were 
relatively more forced entrants in 1929 than in 1931 and relatively 
more in 1931 than in 1932. Unemployment was less concentrated in the 
multi-worker families in 1932 than in any year shown. His own 
analysis of these same data, however, purports toshow that the excess of 
reported unemployed over unemployment among usual workers was 
(expressed as a percentage of the labor force) 5.3 per cent in 1931, 8.8 
per cent in 1932, 9.3 per cent in 1933, 5.8 per cent in 1935, 4.2 per cent 
in 1936, 2.2 per cent in 1937, and 4.1 per cent in 1938 (p. 17). 

Could it be something in Mr. Woytinsky’s assumptions and equa- 
tions rather than the facts themselves that produces these results which 
appear so plausible? Let us assume a labor force of 1,000 evenly 
divideds between single- and multiple-worker households, and that, in 
a prosperous year, 6 per cent of the workers in single-worker units and 
9 per cent of those in the multiple-worker units are unemployed, or a 
50 per cent difference in the incidence of unemployment. 


PROSPEROUS YEAR 


500 workers in one-worker families 
6 per cent unemployed 


30 unemployed workers 


500 workers in multi-worker families 
9 per cent unemployed 


45 unemployed workers 


45 — 30 = 15 alleged additional workers 
15/1,000 = 1.5 per cent alleged additional workers 


Now let us assume the same incidence of unemployment, 50 per cent, 
between the two groups in a depression year. We are assuming that 
there are no additional workers. All that happens is that unemploy- 
ment increases; the selective process remains exactly the same as in the 


5 Mr. Woytinsky fails to note that his samples are biased in so far as their normal 
family structure differs from the structure of the total population. With the same 
volume of unemployment in each of two communities, the one with a higher pro- 
portion of normal multi-worker families will inevitably, in Mr. Woytinsky’s equa- 
tions, produce a larger number of additional workers. The Philadelphia censuses 
are a case in point, since they show a relatively high proportion of multi-worker 
families. 
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good year. Of course, it will mean that more of the unemployment is 
in the multi-worker families, but this, by assumption, is no indication 
of additional workers. 


DEPRESSION YEAR 


500 workers in one-worker families 
20 per cent unemployed 


100 unemployed workers 

500 workers in multi-worker families 
30 per cent unemployed 

150 unemployed workers 


150 — 100 = 50 alleged additional workers 
50/1,000 = 5 percent alleged additional workers 


The percentage of alleged additional workers has thus increased 
from 1.5 in the good year to 5 per cent in the bad year. But we elimi- 
nated any possibility of there being additional workers by assuming a 
fixed labor force and by assuming no change in the incidence of unem- 
ployment; in other words, that the selective character of the unem- 
ployment process remained unchanged. If additional workers are 
arbitrarily assumed to be measured by the higher incidence of unem- 
ployment then, of course, when unemployment is high, there will 
necessarily appear to be a larger number of additional workers than 
when it is low. And this is true even though there is no change at 
all in either the labor force or in the selective character of the employ- 
ment process. 

It is now quite apparent that Mr. Woytinsky does not fulfil his 
claim of testing his hypothesis with census data; he merely assumes 
that his analysis is correct and devises formulas which demonstrate 
it. The plausibility of his measurements, namely, that the volume of 
(alleged) additional workers appears to rise with unemployment and to 
decline with recovery, is entirely a product of the unwarranted assump- 
tion of the random distribution of unemployment. 

The value of measuring the volume of additional workers, if that 
were possible, is largely negative. There is much loose talk on the 
subject; the assertion is made or the impression created that they 
constitute a major or, at least, significant part of the unemployment 
problem as measured by either the estimates or the enumerations. 
Even a rough indication of their magnitude would surely dispel this 
absurdity. 
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Often overlooked is the possibility that a depression may bring 
withdrawals from the labor market as well as entries into it. Young 
workers continue in or return to school; some of the wives and daugh- 
ters of the middle and upper classes work when jobs are easily obtain- 
able and wages are high, but once out of work they drop out of the 
labor market for the duration of the depression because the pay is low 
and jobs are difficult to obtain. This reduction of supply represents a 
normal response to lower wages; only in the case of the poor (or 
those having a rigid standard of living) who are not “free” is the labor 
supply increased by “forced” entry when the price is lowered. The 
magnitude of the net increase is likely to be less than the number of 
additional workers who enter the market. It is possible that, if re- 
formulated, Mr. Woytinsky’s type of analysis might provide a maxi- 
mum or upper limit to the increase. 

The enumerative check census of 1937 indicated an appreciable 
volume of women in the labor market in excess of the number expected 
on a basis of the age-sex-worker ratios in 1930. But a good part of 
this probably represents secular growth. The common assumption, 
that all entrants into the labor market in excess of the 1930 standard 
are (a) forced and (6) will retire with recovery, seems extremely 
dubious. 

Usually connected with the discussion of working wives and multi- 
worker families (though not by Mr. Woytinsky) is the further impli- 
cation that the unemployment problem can and should be reduced 
by eliminating some workers, especially women, from the labor market. 
It should suffice to say that in a society which makes any pretense 
at freedom anyone who is able to work and seeking work is really 
unemployed. 

As long as women produce the income they receive, there can be 
no objection on long-run economic grounds. The objection, “Why 
should some families have two jobs when others have none?”’ is really 
an argument for the redistribution of income. But of all the groups 
from whom income should be redistributed, the multi-worker families 
are probably among the last. Actually, this is a disguised and vicious 
form of urging that the poor take care of the poor, that one family 
be permitted an income of $100,0co because received by one member 
while another family be denied $1,500 because two or three members 
must work in order to obtain it. 


*Some farmers who increase the supply as the price falls may also be a case 
in point. 





APPLICATIONS OF THE DISCONTINUOUS OLIGOPOLY 
DEMAND CURVE 


M. BRONFENBRENNER 
Central Y.M.C.A. College, Chicago 


N A highly interesting note published in a recent issue of this J our- 
nal, Mr. Paul M. Sweezy' suggests that the “imagined” demand 
curve? for the output of an oligopolistic producer is discontinuous 

at the current conventional or administered price of his product. The 
discontinuity is due to the disparate effects of a slight fall and a slight 
rise in an individual oligopolist’s price. Any cut below the conventional 
level would be met by rival producers. The increase in the price-cut- 
ter’s sales volume would be small in consequence and demand for his 
product relatively inelastic when rivals’ reactions are considered. On 
the other hand, if the individual oligopolist raised his price above the 
conventional level, rivals would probably not react at all. The price- 
raiser’s trade would fall off markedly, and demand for his product 
would appear highly elastic. The discontinuity in the oligopoly de- 
mand curve leads to a broken oligopoly marginal revenue curve. 


Toward the close of his article Sweezy expresses his belief that 
interesting theoretical and practical conclusions may be drawn from 
the notions of the discontinuous “imagined” oligopoly demand curve 
and the broken “imagined”’ oligopoly marginal revenue curve derived 
from it.3 Four possible applications are developed here. 


*“Demand under Conditions of Oligopoly,” Journal of Political Economy, 
XLVII (1939), 568-73. 

? This term is used throughout by Sweezy and ascribed to Mr. Nicholas Kaldor. 
In the writer’s opinion, it does not bring out the basic difference between the de- 
mand curve Sweezy uses and the types used in the ordinary textbooks. (All demand 
curves are ‘“‘imaginary” in the sense that only one point is observable at any period 
in time.) Sweezy’s curves take explicit account of the reactions of rival oligopolists, 
however; the bulk of the curves in, say, Professor E. H. Chamberlin’s Theory of 
Monopolistic Competition assume other things unchanged, meaning that rivals’ 
reactions are ignored; strictly Marshallian demand curves refer to market demand 
rather than demand for the output of a particular firm. We might do well to follow 
Mrs. Joan Robinson’s Economics of Imperfect Competition as regards terminology 
here and call such curves as Sweezy’s mutatis mutandis, as distinguished from the 
ceteris paribus curves used by Chamberlin for monopolistic and by Marshall for pure 
competition. 

3 Discontinuous market demand curves may exist for many conventionally 
priced commodities, particularly in the short run, without impure competition being 
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I. OLIGOPOLY AND PRICE RIGIDITY 


To the best of this writer’s knowledge, there has been no satisfactory 
theoretical reason adduced in explanation of the generally great rigidity 
of imperfectly competitive prices. The observed tendencies toward 
greater rigidity of these prices have been explained on institutional 
grounds. (Such causes as inertia and fear of regulation have been 
among those most commonly cited.) Application of the Sweezy type 
of analysis provides a theoretical reason as well, valid under conditions 
of oligopoly and perhaps also of pure monopoly. 

The curve D of Figure 1 is a discontinuous “imagined” or mutatis 
mutandis demand curve for the product of an oligopolist. Its form is 
that regarded by Sweezy as typical. The curve MR is a discontinuous 
marginal revenue curve, derived from D. The curve MC is the oligop- 
olist’s marginal cost curve, drawn so as to cut the vertical portion of 
MR (indicated by AB) and render the conventional or agreed price P 
the most profitable selling price. 

Let us now consider what changes in demand and cost conditions 
will be required to cause the market price to depart from P, with a 
view to determining the extent of rigidity introduced by the discon- 
tinuity or “corner” in D. 

First, assume a shift in demand, a shift in demand for “the product” 
—we are not concerned with shifts as between the several oligopolistic 
producers, which are probably factors tending to overcome rigidity. 
Such shifts in demand for “the product” would manifest themselves 
normally in horizontal‘ movements of D (and MR), the new curves 
remaining approximately parallel to the old ones. 

Clearly, any shift in demand between the curvess labeled D, and D, 


involved. When customers are used to paying five cents for a bar of chocolate or 
ten cents for a bus ride or fifty cents for a haircut slight price declines will not affect 
consumption markedly, while slight price increases may reduce it considerably in 
the short run. 

Discontinuities in market demand curves do not have the economic consequences 
ascribed here to discontinuities in demand curves for the products of oligopolistic 
firms, save when market and firm’s demand curves are identical (pure monopoly). 
Perhaps the chief general significance of discontinuous market demand curves is 
as hindrance to accurate and meaningful statistical analysis of demand, particularly 
of demand on retail markets. 

‘Shifts resulting in vertical movements of D and MR, which are probably asso- 
ciated chiefly with changes in the purchasing power of money, are handled in the 
same way as changes in costs (see below, p. 423). 

5 These limits are derived by extending the point A horizontally to the right, the 
point B horizontally to the left, until MC is reached, then carrying vertical lines to 
the level of P and constructing curves parallel to D. 
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would have no effect upon price. Price would remain stable at P. The 
quantity sold would vary from Q, to Q,. The range of demand price 
rigidity is therefore Q, — Q,. A possible coefficient of demand price 
rigidity might be this range, Q, — Q,, expressed as a percentage of the 
arithmetic mean of the two extreme quantities sold. Mathematically, 




















this coefficient Ra may be defined as equal to 2(Q0, — Q;)/(Q. + Q:), 
its upper limit being 20./(Q. + Q,) and its lower limit being o. 
Certain relationships between R 4, and the elasticities of demand on 
the upper and lower branches of D (call these , and 72, respectively) 
are immediately apparent upon inspection of Figure 1. These are 
9Ra/In, > 0, AORz/An, < 0, ARa/A(n, — m) > 0. (We consider the 
arithmetic, not algebraic, values of all elasticities and measure them 
in the immediate neighborhood of P.) Of these three results, the last 
is perhaps the most significant for us, since the differential elasticity 
(n: — m2) may be taken as a measure of the importance of oligopolistic im- 
perfection, if the market demand curve for “the product” is continuous. 
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The rigidity R,z also varies in the same direction as ¢, the elasticity 
of marginal cost. 

Turning now to a shift in (marginal) cost conditions, we should ex- 
pect this to be indicated by vertical movements in the MC curve, 
again roughly parallel to the curve drawn.’ The most profitable selling 
price will remain at P for shifts between the limits indicated by MC, 
and MC,, and for corresponding levels of marginal cost between C, and 
C;. 
On the basis of the differential, C, — C,, we. may set up a coefficient 
of oligopoly cost price rigidity R., with a formula strictly parallel to 
that of Rg above, namely, 2(C, — C,)/(C, + C,). Examination of Fig- 
ure 1 will show that R, depends directly upon the length of AB, and 
therefore upon the same demand elasticities as determine Ry. It also 
moves in the opposite direction to the price P. 

For an over-all measure of oligopoly price rigidity, a simple arith- 
metic mean of the two partial rigidities may be used, namely, (R. + 
R,)/2. From the characteristics of its component parts R. and R git is 
clear that the over-all rigidity coefficient R varies in the same direction 
as the numerical values of the “competitive” demand elasticity », and 
of the elasticity of marginal cost and also in the same direction as the 
differential elasticity which indicates the importance of oligopolistic 
imperfections. 


2. OPEN PRICE AGREEMENTS 


An open price agreement between competitors (including rival 
oligopolists) binds the contracting parties to make no price changes 
without informing each other of their intention to do so or immediately 
upon their having done so. (Individual agreements differ in this re- 
spect.) The effects of such agreements upon oligopolistic demand 
curves are indicated in Figure 2. 

In this figure the curves D and MR represent the situation in which 
a single oligopolist finds himself prior to an open price agreement. The 
effect of the agreement is to increase the probability and/or rapidity of 
rivals’ lowering their prices to meet any decrease in his own, by making 
certain and swift their knowledge of the decrease. (This is particularly 
true if the open price agreement requires notice to be given prior to the 
price change.) The amount of business to be attracted from competi- 

* Shifts in costs which involve changes in the capacity of the firm (as measured 
by its point of minimum average cost) or other horizontal movements in the MC 
curve can be treated in a manner similar to that discussed above for shifts in demand. 
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tors by lowering prices is decreased; the lower segment of D shifts ac- 
cordingly to a less elastic position, indicated by D’. The resulting 
shift of the marginal revenue curve from MR to MR’ increases the dis- 
continuity AB to AB’. The differential demand elasticity (n, — »,) is 
also increased. By our previous argument this increase in (",—n,), 
which we have called the coefficient of the importance of oligopolistic 


P 











imperfection, increases all three suggested measures of oligopoly price 
rigidity.?, We conclude, therefore, that open price agreements tend to 
increase the importance of oligopolistic imperfections in competition 
and to decrease the flexibility of product prices. 


3. CUTTHROAT COMPETITION AND RACKETEERING 


Extreme cases of discontinuities in oligopolists’ demand curves are 
furnished by instances of cutthroat competition and industrial rack- 
eteering. We may define as cutthroat competition a situation in which 
a businessman believes rationally that if he cuts his selling price his 

7 We assume that »; does not change finitely as a result of the open price agree- 
ment. Small changes in either direction are quite conceivable in practice. If the 
change is an increase, the conclusion in the text would be re-enforced. If it is a 
decrease, the effect would be an offset. 
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rivals will cut theirs by a greater percentage. We may define as indus- 
trial racketeering any situation in which a businessman has reason to 
believe that any cutting of selling prices will result in terroristic meas- 
ures against himself, his customers, and those supplying him with ma- 
terials and labor. 

The presence of cutthroat competition or industrial racketeering 
accentuates the discontinuities in the demand curves of oligopolists 
affected by it in much the same manner as do open price agreements. 
It tends to increase price rigidity, as it is deliberately intended to do, 
and its effects can be analyzed along lines indicated in previous sections 
of this note.* We wish, however, to pay special attention to an extreme 
case, in which cutthroat competition or industrial racketeering causes 
the individual oligopolist’s demand and marginal revenue curves to 
reverse their direction of slope and become positively inclined below 
the customary or set price P. 

If a price cut by an oligopolist will cause rivals to cut prices by a 
substantially greater percentage, this effect is by no means incon- 
ceivable, whatever may be the market demand curve for the product. 
If terrorism against the “‘chiseler’s” customers is effective, the shift in 
direction of slope of his demand curve appears a normal economic effect 
of the activities of racketeers. 

Such an extreme but not uncommon instance is illustrated by Figure 
3. The discontinuity at P amounts to a change in direction, and the 
marginal revenue curve appears double valued as well as discontinuous. 
The upward-sloping branches of the demand and marginal revenue 
curves lack economic significance, however, since it is clearly of eco- 
nomic advantage to raise price whenever the quantity salable increases 
at the same time.? 

Under these circumstances, the second “half” of the D and the MR 
curves become “shadow” curves only (in the terminology of Professor 
Hicks). What becomes, then, of our conclusions as to price rigidity 

* There is an additional effect in the case of racketeering. If the price-cutting 
oligopolist anticipates increased expenses to insure and repair the persons and 
property of himself and those dealing with him, his anticipated added expense per 
unit of output should be deducted from D at prices below P and the corresponding 
changes made in MR as well. These deductions will produce a vertical discontinuity 
in the demand as well as in the marginal revenue curve. 

» Exceptions to this general statement occur when the upward-sloping branch of 
the marginal revenue curve intersects the marginal cost curve, with the former curve 
having the higher elasticity at the point of intersection. Such a situation appears 
highly improbable. 
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which assume both segments of demand and marginal revenue curves 
to be real? 

There remain upper limits to both demand and marginal cost, 
which if surpassed would lead to price departing from P in an upward 
direction. But there is no movement whatever which would shift 
price downward. Neither decreased demand nor decreased costs can 


P 











Fic. 3 


break the grip of the threat of reprisal and bring prices down, unless 
the entire system holding prices up is destroyed first. In computation 
of our coefficients of rigidity we may set artificial lower limits of zero 
for Q, and C,, and each of the three coefficients will increase greatly in 
size above their values in the case of simple oligopoly. The upward bias 
in the direction of the rigidity is the special feature of the cutthroat 
competitive or racketeering setup. 


4. THE CONVERSE CASE OF OLIGOPSONY 


Like the general theory of monopoly, the theory of oligopoly devel- 
oped by Sweezy can be applied to the converse case of imperfection on 
the buyers’ side. The resulting analysis of oligopsony has perhaps its 
chief application in the theory of distribution. 
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Assume an oligopsonistic employer in an industry without union 
organization and a conventional wage P for a type of specialized labor. 
The discontinuity here (Fig. 4) is in the average cost curve for labor 
assumed by the employer. For if he cuts wages below P, he loses men 
rapidly to rival employers. If he raises them above P, he does not gain 
with equal rapidity, because of offsetting increases by rival employers. 











Fic. 4 


(Any great amount of unemployment in this trade will reduce or 
eliminate the discontinuity as the lower segment of the average cost 
curve decreases in elasticity.) 

Our conclusions regarding rigidities can be duplicated for this case 
with extreme ease. We need not repeat the process of determination 
here. Wages will remain at P regardless of considerable changes in the 
marginal productivity curve (MP) or in the general supply conditions 
(AC). Coefficients of rigidity are calculable by the methods indicated 
previously. Oligopsony as well as oligopoly is a causative factor in 
price rigidity. 





CARL MENGER: THE FOUNDER OF THE 
AUSTRIAN SCHOOL’ 


HENRI-SIMON BLOCH 
University of Chicago 


28, 1940) may serve as an opportunity to pay one more tribute 
to the father of a school whose representatives today teach 
mostly in the United States and Great Britain. 


T= hundredth anniversary of Carl Menger’s birth (February 


I, MENGER AS A THEORIST 


Undoubtedly, Menger must be counted among the great figures in 
the history of economic thought. He was a founder in the true sense 
of the word. Before him there were no Austrian economists of fame. 
As F. A. von Hayek? pointed out, in Austria economics was then 
taught as part of a law curriculum by teachers who were imported 
from Germany. Menger himself received his training in law, and this 
might account for his lack of forma] knowledge in mathematical analy- 
sis and for his rigorous, almost pedantic, discussion of terminology. 
He did, however, insist on the necessity of exactitude in economic 
theory, and his remarks on methodology reveal his liking for the 
mathematical approach.’ But being untrained in mathematical tech- 
nique, he used the language of the pure logician who as carefully as 
the mathematician analyzes the relationships between variables, even 
though he does not make use of equations and diagrams. 

The greatest contribution of Menger was the formulation of the 
marginal-utility theory of value simultaneously with and independ- 
ently of Jevons and three years before Walras, who, it is generally ac- 
knowledged, also found it on his own. 

When Menger wrote his first book, the Grundsitse der V olkswirt- 
schaftslehre,* he knew neither the works of Cournot nor those of the 


* The author is indebted to Jacob L. Mosak and Harold M. Somers for helpful 
suggestions during the preparation of this paper. 

2 F. A. von Hayek, Introduction to The Collected Works of Carl Menger (London, 
1934), I, x. 

3 It must be noted that Menger never dealt explicitly with the mathematical 
approach (cf. H. S. Bloch, “Discussion d’une nouvelle méthodologie économique,” 
Revue internationale de sociologie, XLVI [1938], 198). 

4 Vienna, 1871. 
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younger Walras, and, though he was well read in the German litera- 
ture, the writings of both Gossen and von Thiinen were unknown to 
him. Although H. H. Gossen had discussed the subjective concept 
of value almost three decades before the Grundsitse was published, 
Menger built on entirely new ground. 

It has been said that the Austrian school is the psychological variety 
and the school of Lausanne the mathematical variety of the neoclassi- 
cal tendency. In fact, there is no essential contradiction between these 
points of view but chiefly a difference in language. Menger himself 
did not penetrate deeply into psychology, and his successors in Austria 
also remained on the borderline of this subject. Americans, like Irving 
Fisher, Fetter, and Davenport, have gone much further into this field. 
As Professor Gaétan Pirou’ has explained, the Austrians only took 
some elementary notions from introspection and constructed a theory 
on this basis by deriving a number of elegant and subtle deductions. 

Menger always used a “‘middle-term’” in order to express the in- 
tensity and the economic importance of a need. Since it is impossible 
to find a measurable unit which would apply both to needs and to 
available goods and make them comparable, a third variable had to 
be found which would express the relative magnitude of human needs 
in relation to available stocks. This third variable had to satisfy three 
criteria: (1) It had to vary in the same direction as the need of an 
individual or a group for a given period of time. (2) It had to be 
measurable. (3) The unit of measure had to be comparable with the 
unit to be used in measuring the stock of goods available. This 
“middle-term,” in German “Bedarf,’”’ in Italian “fabbesogno,” has 
no exact equivalent in English or French. Menger defined it as “the 
quantity of goods necessary for an economic individual for the com- 
plete satisfaction quantitatively as well as qualitatively of all his needs 
during a given period of time.”’? 

5 Cf. Gaétan Pirou, Preface to H. S. Bloch, La théorie des besoins de Carl Menger 
(Paris, 1937). 

® Bloch, op. cit., pp. 82 ff. 


7 Carl Menger, Grundsdtse (2d ed.), p. 32. The definition given in the first edition 
(p. 34) is somewhat more involved. It reads as follows: “Wir nennen .. .. den 
Bedarf eines Menschen jene Quantitit von Giitern, die erforderlich ist, um seine 
Bediirfnisse innerhalb jenes Zeitraumes, auf welchen sich seine Vorsorge erstreckt, zu 
befriedigen.” In a footnote on page 34 of the first edition, Menger writes: “Das 
Wort ‘Bedarf’ hat in unserer Sprache eine doppelte Bedeutung. Einerseits bezeich- 
net man damit die zur vollstindigen Befriedigung der Bediirfnisse einer Person 
erforderlichen, andererseits jene Giiterquantitaten, welche eine Person voraussicht- 
lich consumiren wird.” 
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Menger and Jevons were the first explicitly to utilize the time di- 
mension in connection with the study of economic quantities necessary 
for the satisfaction of wants. Menger also was the first to use these 
quantities as a basic element in economic theory. Though he stated 
in his Preface* that his main aim was a uniform theory of prices which 
would explain all price phenomena and in particular also interest, 
wages, and rent by one leading idea, he finished by building his theo- 
retical analysis rather on the disparity between ‘“‘Bedarf,” on the one 
hand, and available stocks, on the other hand, than on an analysis of 
prices. The latter was pushed back into a secondary place. Instead of 
becoming the groundwork it became the superstructure. It is recognized 
that Menger did not have a theory of the mechanism of price fixation 
which could compare with that of Walras or Marshall. He limited 
himself to underlying problems, such as the study of the subjective 
valuations of individuals in relation to the ratio of exchange. This 
relationship was examined by him from various points of view, in the 
case of an isolated exchange between two individuals, in the case of 
monopoly, and in the case of free competition. 

The refinement of the theory was left to his pupils and followers, 
among whom Wieser and Béhm-Bawerk were outstanding. The basic 
contribution of Menger himself was the emphasis on variable elements 
such as “‘wants” and “needs” as opposed to the classical approach 
which centered around more stable factors such as cost of production 
and labor. 

Menger’s theoretical analysis was based on the implicit assumption 
of a static economy, and the use of this method provided a further 
contribution to economic theory in contrast with the “classical” ap- 
proach. While Menger did fundamental work on the problem of allo- 
cation of resources and on the theory of imputation,® the formal 
theories were worked out by his followers. The same is true for the 
theory of profit, for which his utility-theory, combined with his classi- 
fication of goods into those of “higher order” and those of “lower 
order,” formed the groundwork, while others, like Mataja, Gross, 
Mithoff, Kleinwichter, Koerner, etc., elaborated it." 

Carl Menger believed he was contradicting Adam Smith in stating 
that an original accumulation of goods was historically the primary 


* Cf. Hayek, op. cit., p. xl, and Menger, of. cit. (1st ed.), pp. xlviii and 143. 

* See George J. Stigler, “The Economics of Carl Menger,” Journal of Political 
Economy, XLV (1937), 242-47; see also Henry Delpech, Essai sur la théorie au- 
trichienne de l’imputation (Paris, 1934). 

© Cf. Frank H. Knight, Risk, Uncertainty and Profit (Boston, 1921), pp. 28 f. 
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condition for human progress, primary even to the division of labor. 
In fact, Menger made a mistake in accusing Smith of considering only 
the division of labor or of considering it even as the primary factor in 
point of time." Adam Smith wrote: “As the accumulation of stock 
must, in the nature of things, be previous to the division of labour, so 
labour can be more and more subdivided in proportion only as stock 
is previously more and more accumulated.””” 

This passage and also the passage concerning the weaver who must 
have “a stock sufficient to maintain him.””’ must have escaped Men- 
ger’s attention so that he thought it necessary to give the famous 
example of an Australian tribe which practiced division of labor to the 
highest extent. Such a tribe, he maintained, could never make real 
progress unless its members proceeded to hoard their harvest and 
lived for a certain time on reserves, during which time they developed 
their productive techniques. 

In spite of the fact that Menger’s criticism of Smith"* was based on 
a misunderstanding, it contributed the groundwork for the theory of 
roundabout production which was later on-elaborated by Béhm-Ba- 
werk. 


Il. MENGER AS A METHODOLOGIST 
While his Grundsdtze der Volkswirtschaft contains Menger’s principal 


contributions to economics, his Untersuchungen tiber die Methode der 
Socialwissenschaften und der politischen Ockonomie insbesondere'’ con- 
tains his contribution to the development of social sciences in general."* 
He taught at the period when the Volkswirtschaftliche Kongress was 


™ See Menger, op. cit. (1st ed.), pp. 26-29. This paragraph was not reproduced in 
the second edition by Karl Menger, Jr., this omission being due to a wish of the 
author himself, as his son indicated in a personal conversation. 

™ The Wealth of Nations, Book II, Introd. 

"3 Ibid. 

™ Menger, op. cit. (1st ed.), p. 27 [after having quoted passages from Smith]: “I be- 
lieve, however, that in his chapter on division of labor, this excellent scholar [Smith] 
.... brought only to light one single cause of the progressing wealth of men and 
that others, which are not less important, escaped his attention” (translated from 
the German). 

Gaétan Pirou believes he finds here “une différence d’orientation, de conception” 
between the Austrian and the classical school (cf. his L’utilité marginale de C. Menger 
@ J.-B. Clark (2d ed.; Paris, 1938], p. 24). 

s Leipzig, 1883. 

*€ An analysis of Menger’s chief arguments is given by Albion W. Small, Origins 
of Sociology (Chicago, 1924), chap. xiv, “Later Phases of the Conflict between the 
Historical and the Austrian Schools,” pp. 204-35. 
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superseded by the Verein fiir Sozialpolitik, when German economists 
adhered to the historical method, and when history was considered 
not only as an illustration but also as an explanation of economic 
phenomena."? Menger’s first book, Grundsdtze, was hardly read in 
Germany. The leading economists, so sure of themselves, failed to 
recognize the value of one of their greatest contemporaries. While he 
did not provoke their comments with the Grundsdtze, Menger had the 
satisfaction of arousing their anger with his Untersuchungen. Professor 
Gustav Schmoller, at that time the recognized leader of the historical 
school, was so upset that he replied** in language which in its acerbity 
was uncommon even in Germany, where academic polemists frequently 
exposed their personal grudges and fought their prestige battles in the 
pages of the economic reviews. 

Now the ire of the quiet and distinguished Viennese was aroused, 
and in the Irrthiimer des Historismus in der deutschen Nationaloeko- 
nomie*® he out-thundered the pompous Prussian by the brilliance and 
fire of his style as well as by the force of his refutations. Schmoller 
retaliated by announcing in his journal that although Menger had 
sent him a copy of the Errors of the Historical School, he was unable 
to review it because he had returned it to the author. He reprinted the 
insulting letter which he had inclosed with the returned copy.” Es- 
sentially the pamphlet on the errors of the historical school did not 
make any new theoretical contribution. It chiefly reproduced the ar- 
guments which Menger had given in his Untersuchungen. But it also 
exposed Schmoller’s method of attack, namely, to accuse Menger of 
manifesting attitudes which in fact were absolutely strange to him.” 


17 Cf. H. S. Bloch, La théorie des besoins de Carl Menger, p. 11. 

8 Cf. G. Schmoller, “Zur Methodologie der Staats- und Sozialwissenschaften,”’ 
Jahrbuch fiir Gesetsgebung, Verwaltung und Volkswirtschaft im deutschen Reich, 
1883, pp. 974-94. This article was reprinted in a revised and mitigated form in G. 
Schmoller, Zur Literaturgeschichte der Staats- und Sozialwissenschaften (Leipzig, 
1888). 

9 Leipzig, 1883. 

2° See G. Schmoller, Jahrbuch, 1884, p. 677, and notice particularly his conclu- 
sion: “‘Many enemies means much honor”; see also Hayek, op. cit., p. xxii. 

1 Menger showed in the “fourteenth letter” of the Irrthiimer how Schmoller had 
accused him of lack of understanding of all historical research. He states: “Da 
haben Sie den Schmoller! den ganzen Schmoller! Dass ein Kritiker einem Autor von 
diesem selbst klar ausgesprochene Gedanken im Tone ziirnender Ueberlegenheit 
entgegensetzt—Lessing sagt irgendwo: ‘den Autor mit seinem eigenen Fette betriu- 
felt’—ist eine Armseligkeit ....” (p. 77). (“There you have Schmoller! The 
entire Schmoller! It is a poor thing for a critic to show a scornful superiority 
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While the historical school excelled in the production of detailed in- 
vestigations of economic and social conditions, Menger expounded the 
case for formal theoretical economics employing deductive methods. 
He also explained the relationship between the “exact” tendency and 
the “realistic empirical’”’ tendency in the social sciences. The repre- 
sentatives of the historical school attacked economic theory on the 
basis that it had nothing to do with serious factual research. They 
denied the existence of all economic laws and believed only in “regu- 
larities” which could be discovered by historical and statistical analy- 
sis and which they sometimes called “empirical laws.”” Even the word 
“theory” became a term of reproach in Germany, and words like“‘doc- 
trine” were used instead. 

Professor Schumpeter” pointed out how both Menger and Schmoller 
—especially the latter—exaggerated the differences between their re- 
spective opinions. It must be noted that while Schmoller wholly de- 
nied the usefulness of theoretical thinking and only in later years ad- 
mitted that such an approach was in the realm of possibility, Menger 
took a more generous view toward historical research. He always 
agreed that there was a need for historical investigation, but he in- 
sisted simultaneously on the need for deductive, theoretical reason- 
ing. Menger, the proponent of deductive methods, recognized without 
reservation the need for inductive work, whereas Schmoller, the in- 
ductive thinker, held that deduction was necessary only for the con- 
struction of a perfect science. Schmoller added that such a science 
would be reached only when theoretical axioms would explain all 
concrete phenomena. Menger, knowing that such a stage was not yet 
reached, limited himself to the building-up of a theoretical system 
which would apply only to problems stated under carefully defined 
assumptions. 

The monistic methodology of Schmoller was followed much more 
closely by his students than by him. His influence was more dangerous 
than his own beliefs. For several decades theory remained a stepchild 
in German universities while Menger’s followers became famous in 
Austria, Italy, England, and the United States. 

While Menger made a considerable contribution to economic theory, 
it is his contribution to methodology which entitles him to a rank 
among the greatest minds in the social sciences at large. 


while doing nothing else but opposing an author with his own clearly stated argu- 
ments—as Lessing said somewhere, ‘to besprinkle an author with his own grease.’’’) 

* Cf. Joseph Schumpeter, ““Epochen der Dogmen- und Methodengeschichte,” in 
Grundriss der Sozialikonomik (Tiibingen, 1924), I, chap. ii, 108. 
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Monetary Equilibrium. By GUNNAR Myrpat. London: William 

Hodge & Co., Ltd., 1939. Pp. xi+214. 12s. 6d. 

The theory of unemployment presented by Myrdal in this small 
volume will, in the reviewer’s judgment, seriously challenge the cur- 
rently dominant theory evolved by Keynes. Like the Keynesian ex- 
planation, Myrdal’s involves: (1) equilibrium with less than full em- 
ployment; (2) saving as restrictive upon output, at least in depression; 
and (3) monetary policy which rests primarily upon the downward 
inflexibility of monopoly prices, chiefly wages. Unlike Keynes’s, 
Myrdal’s equilibrium at less than full employment does not involve, 
or at least does not require: (1) the continuous absorption of saving 
into hoards or dissipation by attempts to hoard; (2) an inelastic de- 
mand schedule for capital; and (3) the cessation of net investment. 
Inasmuch as these features of the Keynesian system have been the 
object of greatest skepticism, a theory which offers an explanation of 
persisting unemployment without them, and at the same time takes 
account of the apparent discouragement to investment entailed by 
savings in depression, merits careful attention. The crucial difference 
between Keynes and Myrdal is simply this: whereas Keynes does not 
utilize the downward inflexibility of wages in his theoretical explana- 
tion of equilibrium but only as a cue to monetary policy, Myrdal bases 
his very theory of chronic unemployment upon this rigidity and derives 
his economic policy directly from the theory. If Keynes gives a psy- 
chological and technological explanation of unemployment, Myrdal of- 
fers an institutional explanation. The results in the latter case are 
simply more convincing. 

The present volume is a translation, without substantial changes, 
of the essay on “Der Gleichgewichtsbegriff als Instrument der geld- 
theoretischen Analyse”’ in the collection of essays published six years 
ago under the editorship of F. A. von Hayek, entitled Beiérdge sur 
Geldtheorie. The major part of the essay is devoted to a critical ex- 
amination of Wicksell’s three modes of describing equilibrium—by 4 
coincidence of market and natural rates of interest, by an equality of 
savings and investment, and by a constancy of the price level. Myrdal 
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shows that the first criterion is indeterminate without resort to the 
second, and that the third is erroneous. 

Critically examining Wicksell’s first criterion, Myrdal proposes to 
substitute empirically discoverable magnitudes for market and na- 
tural rates: first, respectively, the yields upon existing real capital 
goods and the anticipated yields of new investment; second, because 
practical difficulties prevent the accurate determination of even these 
more realistic concepts, costs, and values respectively of existing capi- 
tal goods; and, finally, security prices (with certain corrections) for the 
capitalized values of specific capital goods. Wicksell’s first criterion of 
equilibrium, even thus amended, fails to reveal the size of the margin 
between cost of existing investment and yield of planned investment 
which is compatible with a continuous flow of investment without re- 
leasing a cumulative disequilibrium process. 

Equilibrium with new investment will be preserved by a rate of in- 
terest at which saving equals total value-investment, i.e., gross real 
investment plus appreciation minus depreciation (p. 96). Savings ex 
post always equal investment ex post, but in contrast with this pure 
bookkeeping equality, ex ante saving and investment need not be equal; 
indeed, from their inequality arise the typical movements away from 
equilibrium as envisaged by Wicksell. Myrdal elaborates a series of il- 
lustrative cases showing the possibility of preserving monetary equilib- 
rium with new investment, if the money rate of interest moves in such 
a way as to keep capital values unchanged. If it fails to do so and 
there develops an upward or downward cumulative process, changes in 
saving attend the redistribution of income. More will be saved in the 
upswing and less in the downswing, and this circumstance retards the 
growth and the shrinkage of incomes in the two cases respectively. 
Encouraging saving in depression would only intensify it. Thus while 
Myrdal holds with Keynes that saving is a function of income and that 
its influence per se is restrictive, he presents it rather as a stabilizer 
than a destabilizer. This conclusion seems inevitable; and it shows 
that Keynes erred in not separating hoarding or attempting to hoard 
from saving per se, which according to his “propensity to consume” 
should decline with the shrinkage of incomes in depression. 

In order to prevent deviations of total value-investment from sav- 
ings, Myrdal argues that flexible prices must be moved to the level of 
inflexible prices, and this involves anything but Wicksell’s third cri- 
terion of equilibrium—the stable price level. Myrdal’s analysis of 
price-level policy is original and searching. To offset the monopolistic 
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raising of wages by trade-unions, other prices would have to be raised 
also; but to offset the lowering of wages by industrial monopoly (and 
monopsony), other prices would have to be lowered. Thus monetary 
policy is actually on the horns of the dilemma, since no price-level 
policy can satisfy both requirements. 

The remaining chapters on the “Indifference Field of Monetary 
Equilibrium” and on ‘Monetary Equilibrium” are rich in content, but 
they must be explored at first hand. 

Myrdal’s treatise is marred by two blemishes which, however, do 
not interfere with the successful prosecution of the theoretical plan. His 
strictures against “the quantity theory” (pp. 5, 12, 14, 18, 22, 124) 
miscarry. As Marget has so amply demonstrated, velocity is not nec- 
essarily “regarded as a constant” in modern forms of the equation 
of exchange. If such variables as savings and investment influence 
prices, appropriate symbols in the equation of exchange can take ac- 
count of their operation; and, furthermore, the price index can be 
weighted in any appropriate fashion, including Myrdal’s own system. 
Second, in view of the demise of the Austrian “period of production,” 
despite Hicks’s recent attempt at reconstruction, this concept. (pp. 26, 


33, 169) might well have been avoided. 
Howarp S. ELLs 


University of California 


L’Utilité marginale de C. Menger a4 J.-B. Clark: conférences faites a 
Vécole pratique des hautes études en 1931-1932. By GAETAN Prov. 
2d ed. Paris: Les Editions Domat-Montchrestien, 1938. Pp. 323. 
Fr. 85. 

The development of economics in different countries is intimately 
linked to the differences in teaching which are to be accounted for 
largely on historical grounds. In France a surprising number of chairs 
for the instruction in doctrines économiques has contributed to the fact 
that histories of doctrines have received wide attention. These his- 
tories, however, have been largely concerned with the general social 
and political ideas and with the personal ideals of the writers of the 
various periods. In favor of this treatment of thought which is fre- 
quently noneconomic, systematic work in the field of theory has to a 
considerable extent been neglected in France. This is rather surpris- 
ing since there have undoubtedly been Frenchmen among the very best 
of economists (Cournot, Dupuit, Walras!), and since generally the 
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French intellect—if one may be allowed to form a sweeping judgment— 
seems to be well adapted to abstract and exact reasoning, indeed in a 
special way so, because the Gallic sense for reality would check vague- 
ness of exposition and the allure of perilously long chains of deduc- 
tions, now so prevalent in the England which was formerly Marshall’s. 
Hence, Professor Pirou’s work, dealing exclusively with the history 
of recent theory, departs considerably in scope and purpose from the 
standard of comparable French books. Professor Pirou is very much 
devoted to the study of theory, and I know of hardly another con- 
temporary author who has examined the views of present and past 
writers as carefully as he has done. This book proves this fact as did 
the previous ones which were dedicated to minute analysis of Walras 
and Pareto and—in several volumes—of contemporary American eco- 
nomics. The present volume, like the earlier ones, comprises lectures, 
and no attempt was made to change the exposition of the different 
theories in the sense of concentration and abbreviation. The detailed, 
even leisurely way in which the views of Menger, Béhm-Bawerk, 
Wieser, etc., are represented is no doubt excellent procedure for lectur- 
ing since it excludes superficiality and the fatal hurry to “cover” a 
certain ground; but in a written work the many repetitions are likely 
to be found rather tiresome. This is especially true in those cases where 
the different economists hold theories of very similar character. 
Almost two-thirds of the book is devoted to the teachings of the 
three principal Austrian writers. From the generous space allotted to 
them we are not surprised to find a very detailed and as it happens 
exact treatment not only of the broad outlines of their theories but 
even of their differences, for example, in regard to the theory of im- 
putation and of total value. The exposition also embraces the theories 
of production and—in less detail—of money where at least the ques- 
tion of the value of money is raised. The theory of prices rather re- 
cedes into the background, but this is not entirely the fault of Pirou, 
who expressly regrets the sketchy nature, notably of Menger’s price 
theory. However, Pirou makes the interesting point that Menger never 
assigned to competition the possibly exaggerated position which it ob- 
tains, for example, in the Lausanne system. In fact, Menger, like other 
Austrians, was rather concerned with conditions of monopoly, pre- 
cisely the conditions where classical value theory must needs break 
down most obviously and where the newcomers could show the 
superiority of their different approach. The smaller emphasis on com- 
petition explains, perhaps, to some extent the circumstance that at 
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a later date the theory of monopolistic competition was not greeted 
in Austria with the almost enthusiastic acclaim it met in other coun- 
tries. Menger and Wieser are treated in much greater detail than 
Béhm-Bawerk. Besides, considerable attention is given to J. B. Clark, 
Carver, Fisher, Fetter, and Seligman. 

The American authors are dealt with unevenly. In this the very 
interesting fact reveals itself again that the esteem enjoyed by econo- 
mists in their own country does not correspond closely to the impres- 
sion critics in other countries have of their relative importance. While 
J. B. Clark is dealt with sufficiently, it seems that Carver has drawn 
more attention than Irving Fisher although the Yale economist un- 
doubtedly has worked in a much wider field and has made some truly 
significant contributions. Seligman and Fetter are placed together un- 
der the heading “Social Marginal Utility.” Seligman’s unhappy “so- 
cial value” notions, however, do not give a basis to, nor are they re- 
quired for, Fetter’s program of welfare economics which, on the con- 
trary, can and should be conceived of as free from such doubtful con- 
cepts. Besides, in the field of value theory proper, Fetter’s contribu- 
tions are decidedly of a character superior to those of Seligman, whose 
work centered around quite different problems. Of the critics of mar- 
ginal utility the institutionalists are examined as representing Ameri- 
can criticism, and Hobson as a British attempt to oust marginal utility 
from the saddle. It should be mentioned in this connection that Pro- 
fessor Pirou has published some earlier volumes which deal exten- 
sively with other, more recent American writers; in these books a great 
number of writers are treated in the detailed and careful manner of the 
present volume. 

A certain incongruity, however, requires mentioning, although this 
should not be considered a very serious criticism. It seems to unbal- 
ance the writing of a history of doctrines to some extent if a school’s 
economic thought in its early form is contrasted with criticism which is 
of a much more recent date, after the school itself has undergone con- 
siderable change, some of it no doubt evoked by the criticism—change 
so considerable that the criticism can now be disposed of quite easily. 
Professor Pirou appears to be quite aware of this somewhat paradoxi- 
cal situation and, in the Preface to the present book, he promises to 
publish further lectures which will deal with precisely these develop- 
ments. While we look forward to them eager!y, we must felicitate the 
learned institutions of France upon this indication that the teaching 
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of the history of economic thought is carried out there with such 


scholarly objectiveness and thoroughness. 
OsKAR MORGENSTERN 


Princeton University 


Des crises générales et périodiques de surproduction, Vol. I: Le Phéno- 
méne; Vol. II: Causes et remédes. By JEAN LESCURE. 5th ed. Paris: 
Les Editions Domat-Montchrestien, 1938. Pp. xvi+ 702. Fr. 100 
for the two volumes. 

This is the fifth edition of a book which since 1906 has occupied a 
leading place among the standard works on business cycles. The new 
edition is thoroughly revised and brought up to date. It consists of two 
volumes. The first volume is titled The Phenomenon and gives an ex- 
haustive historical account of business cycles and a systematic descrip- 
tion of the main features of the business cycle as established from his- 
torical experience. The second volume is titled Causes and Remedies. It 
consists of a critical survey of the various theories of the business cycle 
and of the problems of business-cycle policy. 

The most valuable parts of the book are its historical and descriptive 
sections. Professor Lescure appears here as one of the outstanding 
experts on the history of business cycles. He begins his story with a 
crisis of 1810. The description of each cycle is centered around its most 
dramatic phase, namely, the crisis. Thus, under the heading of the 
date of the crisis, the reader finds a description of the preceding up- 
swing as well as of the depression which follows. The historical survey 
covers mainly Great Britain, France, the United States, and Germany. 
The history includes an exhaustive account of the world-depression of 
1929 (80 pp.) and of the upswing since 1933 (33 pp.). The historical 
section is illustrated with well-chosen statistics and provides a useful 
source of information and reference. 

The systematic description of the business cycle stresses the dif- 
ferent roles of the various industries. On the basis of vast historical 
material, Professor Lescure shows the dominant role of the investment- 
goods inclustries and of transportation in the business cycle. He takes 
care to point out that the textile industry follows only imperfectly 
the pattern of the business cycle, as is also the case with most con- 
sumpticn-goods industries. Transport (railroads, streetcars, and ship- 
ping) and construction are the industries which have absorbed the 
major part of the supply of capital in the nineteenth and the twentieth 
centuries. Next to them are the iron and steel industry and mining. 
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Since the end of the last century the automobile industry and the 
chemical industry have come into prominence. But still, Professor 
Lescure maintains, transport, mining, and metallurgy are the chief 
fields of mechanization. Thus, for instance, in France in 1912, out of 
a total of 14,741,000 h-p. utilized, 11,516,000 were utilized in railroads 
and streetcars, 1,117,000 in mining and metallurgy, and 568,000 in the 
electrical industry. Similar relationships are shown to exist in other 
countries at later periods. These industries appear to Professor Les- 
cure as the generating center of the business cycle, the cyclical fluctua- 
tions in the other industries being repercussions of the fluctuations 
in the industries mentioned. 

The first volume contains an interesting Appendix on the business 
cycle and public finance. On the basis of budgetary statistics since 
1878 for France, since 1897 for Great Britain, and since 1890 for the 
United States, it is shown that major crises and depressions have 
regularly been accompanied by budget deficits, while upswings have 
been associated with major or minor surpluses. The figures given in 
this Appendix establish clearly the fact that budgets have never been 
balanced over the period of a single year, as required by the doctrine 
of “sound finance,” but that there was always an alternation of deficits 
and surpluses which follows closely the course of the business cycle. 
This fact, however, is not a result of a conscious application of any 
theory of pump-priming or the like. It rather is the simple result of the 
cyclical fluctuations in government expenditures and receipts, par- 
ticularly in the latter. The cyclical fluctuations in the various sources 
of government revenue are illustrated by selected statistics, covering 
a longer historical period. The historical material presented in the 
Appendix also establishes the fact that loans are floated and con- 
versions made mainly during periods of depression, while repayments 
of capital fall chiefly in the periods of prosperity. 

Professor Lescure’s chief contributions are in the field of historical 
and empirical study of business cycles. His treatment of business- 
cycle theory is weaker and does not reach the standard established in 
present Anglo-American and Scandinavian literature, or even in the 
German literature of the last two decades. The treatment is rather 
crude and unaffected by the degree of precision and subtlety reached 
in modern monetary, interest, and capital theory. It represents rather 
the level of discussion in pre-war times. This weakness, however, is 
well compensated by the very good common sense shown in the criti- 
cism of the various theories, and it is also refreshing to find that the 
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discussions of the theories of the business cycle run not only in terms 
of considering the logical consistency of the theories but also make 
plentiful use of confronting the theories, or their assumptions and con- 
sequences, with the historical facts. This empirical note in the dis- 
cussion of business-cycle theories deserves special attention. 

Professor Lescure’s own explanation conceives the business cycle as 
a result of fluctuations in the rate of profit which are due to changes in 
costs. At the end of a period of expansion costs rise more rapidly than 
the prices of products. The rise of costs (of which, it is pointed out, 
interest is but one element) is due to the increased demand for factors 
of production. But prices of products cannot keep up with rising costs 
because: (1) the increased output counteracts the increase of demand; 
(2) the increase of output is concentrated in certain specific industries 
and the market becomes saturated with the products of these indus- 
tries; (3) prices are prevented from rising by fixed contracts (e.g., 
rents) or rates (particularly in transport and public utilities). The 
resulting fall in profits hits, particularly, new establishments but it 
also diminishes the activity of old ones. The prosperity collapses. 
The reverse process takes place during the liquidation of a depression 
and the start of a new recovery. 

Ample historical and statistical evidence is used to support this 
theory. Statistics of costs of production, of price movements, and of 
fluctuations of profits are presented. The statistics on profits are par- 
ticularly instructive. They establish the fact that profits fluctuate 
much more violently in transport and in investment-goods industries 
than they do elsewhere. The co-variation of profits and industrial 
activity, however, is not sufficient to establish Professor Lescure’s 
thesis that these fluctuations are caused by changes in cost. They 
might just as well result from changes in consumers’ demand. To rule 
out the latter possibility, Professor Lescure studies in Volume I (pp. 
323-27) the time lag between fluctuations of profits and of output in 
the American automobile industry during the period which immedi- 
ately preceded the Great Depression. He shows that the fall in profits 
preceded the fall in output and takes this as proof that fluctuations in 
profits are caused by fluctuations in cost rather than fluctuations in 
demand. A single example, however, is scarcely sufficient support for 
a whole theory of the business cycle. The merits of Professor Lescure’s 
theory must, therefore, be taken as resting upon deductive reasoning. 

The main reason why prices fail to keep pace with increased costs is, 
according to Professor Lescure, the fact that increased output counter- 
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balances the increase of demand. However, the increased output, by 
creating additional income of the owners of the factors of production 
and entrepreneurs, is also a source of additional demand. If this addi- 
tional demand fails to keep up with the increase in output and thus 
causes a fall in profits, this must be due either to a decrease in the phys- 
ical efficiency of the factors of production, which raises the prices of 
the products more than the increase in prices of factors and, conse- 
quently, more than the increase in income per unit of output, or, in- 
stead, to the fact that the increase in consumers’ expenditure is less 
than the increase in outlay on factors of production. The first is the 
case of Professor Lescure’s theory. The latter is that of the undercon- 
sumption theories; to rule it out would require much more empirical 
evidence than is given in Professor Lescure’s book. 

The book ends with a chapter on business-cycle policy which con- 
tains a survey of the various experiences made in attempts to control 
or influence the course of the business cycle. This chapter is very 
valuable on account of the historical material assembled. A special 
section gives an instructive account of the social effects of the business 
cycle and another section discusses the effects of the labor market. The 
statistical data from different countries concerning the relationship of 
the frequency and magnitude of labor disputes to the different phases 


of the business cycle are particularly instructive. 
OsKAR LANGE 


University of Chicago 


A Century of Bank Rate. By R. G. Hawtrey. New York: Longmans, 

Green & Co., 1938. Pp. x +328. $4.00. 

Mr. Hawtrey’s own important work in the field of monetary theory 
is more closely related to the nineteenth-century monetary tradition 
than that of almost any other living economist. It is therefore appro- 
priate indeed that he should give us a history of that tradition. It 
would be far from accurate, however, to convey the impression that 
this new book of Mr. Hawtrey’s is primarily devoted to a history of the 
utilization of bank rate as a means of controlling the volume of credit 
and hence the volume of economic activity. In contrast to most other 
English economists, Mr. Hawtrey has always evidenced an interest in 
the history of monetary theory and monetary institutions. And he does 
not shrink from performing the task which, I believe, he once charac- 
terized as hewing wood and drawing water for economists. (Compare 
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his compilation of gold movements into the United Kingdom in Ap- 
pendix I.) But in this as in his other work there is a proper balance be- 
tween historical and analytical elements. The history of the utiliza- 
tion of bank rate by the Bank of England is presented as a means of 
elucidating the theory of bank rate. 

In a short review it is only in point to give some indication of the 
scope of this book. It logically falls into three parts. In the period 
to 1858 the data available are very meager. On the other hand, it was 
during the first half of the century with its numerous parliamentary 
investigations that the bank-rate tradition was established. The first 
chapter is therefore devoted to tracing the development of this tra- 
dition. Two preliminary obstacles had to be overcome before the Bank 
of England could make use of bank rate. In 1827 the bank rescinded 
the now celebrated resolution by which in the heat of controversy it 
had committed itself to the doctrine that the price of credit had no in- 
fluence on the quantity demanded. In 1833 came the repeal of the 
usury laws in so far as they applied to bills. Henry Thornton had out- 
lined the role of the bank rate as early as 1797, and it was discussed by 
the Bullion Committee. But it was before the Committee of 1832, 
in connection with the suggestion that the usury laws should be re- 
pealed, that the directors of the bank proposed to make use of bank rate 
as a means of maintaining the exchanges. Before this and subsequent 
committees the bank directors were led to admit—though reluc- 
tantly—that the role of a high rate was to check economic activity. As 
Mr. Hawtrey points out, they were willing to accept other justifications 
such as the attraction of short-term capital. They were aware, how- 
ever, that this could only be temporary, leading to retaliation. A final 
check to overexpansion could only be administered by raising the costs 
of borrowing to traders so as to check their purchases, the ultimate 
effect of which would be to create unemployment—precisely the doc- 
trine which Mr. Hawtrey has done so much to elaborate. 

The second part of the book (chaps. ii-iv, inclusive) begins with a 
re-examination of the theory of bank rate. Chapter iii covers the period 
from 1858 to 1914, when the bank was confronted with the single task 
of protecting the reserve by varying its discount rate. Chapter iv 
covers the period sinte 1914 when, as Mr. Hawtrey notes, not only was 
the mechanism abandoned, but its theoretical basis was forgotten and 
in consequence is now largely discredited. These two chapters are in 
the form of “annals” and supported by detailed statistical appendixes. 
It is surprising that these chapters contain no charts, particularly since 
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Mr. Hawtrey is dealing with time series and their relationships, to 
which the graphic method is most appropriate. 

In the third part (chaps. v-x) Mr. Hawtrey turns back to theoreti- 
cal issues. But here again there are two historical chapters: one on the 
relationship of bank rate and the price of consols and one on the more 
recent statements about the effectiveness of bank rate. In the course 
of years Mr. Hawtrey, unlike most other monetary theorists, has found 
it unnecessary to change his fundamental theoretical construction. 
This cannot be ascribed to a disregard of the work of other economists. 
In fact, Mr. Hawtrey is our best critic, and his fairness in reviewing the 
work of others should be a model for all. In this third part he considers 
his own theory in the light of the current emphasis on the long-term 
rate of interest as a determinant of the volume of economic activity. 
He finds that the influence of the short-term rate on the long-term rate 
is slight and that the influence of the latter on the volume of invest- 
ment has been exaggerated. This is no place for an examination of the 
issues involved. But a careful reading of the last chapter will make it 
apparent that Mr. Hawtrey is theorizing about an economic system 
which is delicately balanced and where a substantial amount of cer- 
tainty regarding monetary conditions obtains. The latter half of the 
nineteenth century partially fulfilled these conditions. Every English 
businessman could look at the state of the Bank of England’s reserve 
and know what monetary policy was going to be. In such a system 
the variation of bank rate has both a direct and a psychological effect. 
Since 1914 these conditions have been largely absent. If under such 
circumstances the forces of depression get under way, the manipulation 
of bank rate may be completely ineffective. Moreover, as Mr. Haw- 
trey notes, government deficits under similar conditions may prove 


equally ineffective. 
AARON DIRECTOR 


Washington, D.C. 


The Evolution of the Classical Wage Theory. By MicHaEL T. WERMEL. 
New York: Columbia University Press, 1939. Pp. xii+-190. $2.25. 
In this volume the author discusses the development of the classical 

statement by Ricardo of the subsistence theory of wages, which was 

later so effectively popularized by Ferdinand Lassalle as the “iron 
law,” and as such became one of the main theoretical foundations for 
the propaganda of socialism and the labor movement. He finds the 
genesis of the idea in the English mercantilist literature of the early 
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seventeenth century, specifically in the writings of Thomas Mun. 
From here it is traced in five chapters through the works of the mer- 
cantilists, including especially Petty and Locke, various French and 
German writers and Cantillon, the Physiocrats and their successors, 
and the pre-Malthusian writers on population. Chapter vi on “The 
Classical Synthesis” deals with Smith and Malthus, and chapter vii 
on “The Final Synthesis’ discusses Ricardo and Lassalle. This final 
section, on Lassalle, quoting at some length the passages bearing on the 
topic, is an especially significant feature of the book. As far as can be 
judged by a reviewer who makes no pretensions to special intensive 
knowledge of the literature dealt with, the historical work has been 
competently done, and the results are readably presented. The author 
does not seem, however, to have been equally successful in making 
clear the theoretical issues involved in his subject. Perhaps this was 
not a part of his intention; but many interpretative and summarizing 
statements found in the book seem open to criticism from this point 
of view. 

In particular, he fails to recognize what seems to the reviewer the 
most important fact about the classical subsistence theory of wages, 
namely, its complete ambiguity. Apart from the fact (which, of course, 
is noted) that the idea of a subsistence level received two main inter- 
pretations—a physiological subsistence requirement and a minimum 
defined by custom and social standards—there are really two different 
subsistence theories to be found in the classical treatises. One, and the 
more commonly recognized—doubtless because more explicitly stated 
in the sources—is a “long-run” theory, arguing that wages tend to 
fall to the minimum in consequence of the working of the principle of 
population. A different matter altogether is the idea that employers 
have laborers in their power and, in consequence, pay, even in the 
short run, only the wages which the worker must have in order to 
live and do his work. This theory is, naturally, not clearly and ex- 
plicitly formulated but is definitely implied in the classical treatment 
of profit as a residual after wages are paid. Its basis is negative— 
ignoring the fact of competition between employers, which is the force 
tending to compel them to pay the economic value of the service re- 
ceived. This theory would be valid only if either (a) the employees of 
each employer were attached to him through such institutions as slav- 
ery or serfdom or (5) all employers acted as a unit—i.e., under ““monop- 
Sony,” in either case. Logically viewed, the modern “iron law’”’ must 
be regarded as resting on this second theory and not on Malthusianism. 





446 BOOK REVIEWS 


And, indeed, this basis is made explicit enough in the typical formula- 
tions by its defenders. Obviously this second theory is the only one 
which can have any validity for social propaganda looking toward 
any permanent improvement in the status of laborers as a class. 
Radical reformers must and do repudiate Malthusianism, “and all its 
works,” in favor of a “‘power” principle of wage fixing. 


FRANK H. KniGuT 
University of Chicago 


An Outline of the Science of Political Economy. By Nassau WILLIAM 
SenroR. With Appendixes. (‘“The Library of Economics,’’ Sec. I, 
No. 1.) New York: Farrar & Rinehart, Inc., 1939. Pp. xii+249. 
$2.50. 

Nassau Senior’s Outline of the Science of Political Economy, which 
was first published as part of the Encyclopedia Metropolitana in 1836, 
is the first in a new series of reprints of “‘classics of economic thought” 
which is to form one section of a library of economics to be published 
under the general direction of Dr. P. N. Rosenstein-Rodan. Already 
the second volume of the series, Thornton’s Paper Credit of Great 
Britain, has appeared; and reprints of J. S. Mill’s Some Unsettled Ques- 
tions and Bentham’s Manual of Political Economy and Defence of 
Usury are promised. These are all most welcome additions to the 
economist’s library. 

An appendix to this edition of the Oudline contains a reprint of the 
essay, ‘On certain terms which are peculiarly liable to be used am- 
biguously in Political Economy,” which Senior had contributed to 
Richard Whateley’s Elements of Logic (1826). This is a useful and most 
appropriate Appendix. In the Introduction to the Ouéline Senior recurs 
to the problem of economic terminology: 


If economists had been aware that the science depends more on reasoning 
than on observation, and that its principal difficulty consists not in the as- 
certainment of its facts, but in the use of its terms, we cannot doubt that 
their principal efforts would have been directed to the selection and the con- 
sistent use of an accurate nomenclature Mr. Ricardo’s Principles of 
Political Economy is deformed by a use of words so unexplained and yet so 
remote from ordinary usage, and from that of other writers on the same sub- 
ject, and frequently so inconsistent, as to perplex every reader, and not un- 
frequently to have misled the eminent writer himself [p. 5]. 
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Senior then warns the reader that his own treatise consists, “in a great 
degree, of discussions as to the most convenient use of words” (p. 5). 

The Outline is described in McCulloch’s Literature of Political Econ- 
omy as “an able, comprehensive, and admirably written essay.” The 
modern economist will agree in this judgment. The historian of eco- 
nomic thought will be interested both because of its innovations and 
because of its usefulness in interpreting the classical economists. The 
most famous innovation is the introduction of the word “abstinence 
.... to express that agent, distinct from labour and the agency of 
nature, the concurrence of which is necessary to the existence of 
Capital, and which stands in the same relation to Profit as Labour does 
to Wages” (p. 59). His extension of the rent concept is also note- 
worthy. In his contribution to Whateley’s Logic he had complained 
that “rent of land, which is only a species of an extensive genus, is used 
as a genus” (p. 236). In the Oudline he says: “The distinction of profit 
from rent ceases as soon as the capital from which a given revenue 
arises, has become, whether by gift or by inheritance, the property of a 
person to whose abstinence and exertions it did not owe its creation” 
(p. 129). As an example of the use of Senior in the interpretation of 
Adam Smith and Ricardo reference may be made to his use of “labour 
command” for estimating changes in profits: 

Two persons who, at different times or in different places, can each com- 
mand the labour of one thousand average labourers, may indeed enjoy in 
very different degrees the comforts and conveniences of life; but in power 
and pre-eminence in their respective Countries they must be nearly on a par. 


Each must be one man in a thousand [p. 187]. 
V. W. BLADEN 
University of Toronto 


Wirtschaftsgeschichte des Altertums vom Palidolithikum bis sur Vélker- 
wanderung der Germanen, Slaven und Araber. By Fritz M. HEICHEL- 
HEIM. Leiden: A. W. Sijthoff’s Uitgeversmaatschappij N.V., 1938. 
Vol. I: Pp. xiii+859; Vol. II: Pp. 379. Fl. 49 (bound, FI. 52). 
Whatever else can be said of the work under consideration, it is safe 

to say that it marks an epoch in the study of the economic history of 

the ancient Near East and the Greco-Roman world. Whether Heichel- 

heim’s theories are accepted or rejected, his work will long serve as a 

starting-point for future investigations and interpretations. No syn- 

thesis on so large a scale has ever been undertaken, and its author is a 

scholar who already has to his credit a number of valuable preliminary 
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studies, and who has covered at first hand a mass of the source ma- 
terial, particularly in Greek, Latin, and Hebrew. 

The work is divided into nine chapters of which the longest covers 
257 pages, not to speak of the 62 pages of notes. The chapters, in turn, 
are subdivided into sections according to an approximately uniform 
plan. The economic development of every period considered is tested 
according to the categories of Spiethoff (household, city, district, and 
national economy), though Heichelheim finds that, particularly for the 
Paleolithic civilization of the gleaners and hunters, it is necessary to 
construct a new category. On the other hand, Neolithic culture repre- 
sented pure household economy; in other periods the level of attain- 
ment of different branches of activity varies, the closest approach to 
national economy being in the third century B.c. It should also be 
noted that the work is not strictly a world-history for the period 
covered, for though China and other remote countries frequently are 
mentioned, their institutions are not considered in any detail. The 
excessively unwieldy first volume contains the text ; the second volume, 
the notes. The latter sometimes are purely bibliographical but fre- 
quently contain valuable discussions of controversial questions. 

In a work of such scope it goes without saying that specialists will 
be able to find both some mistakes in details and many interpretations 
that they will not accept, but the real testing of the work cannot be 
undertaken by any single man, particularly not in a short review, but 
must depend on years of continued research. In spite of the fulness of 
the bibliographical material, many titles of older studies that still are 
valuable are omitted. Though the author has succeeded in bringing 
his bibliography up to date and has included works published as late 
as 1938, he does not seem to have had time to weigh interpretations in 
these works when they disagree with his own. In his references to 
China, he seems to have missed some of the more recent literature. 
The references to India as a source for gold (pp. 327 f., 630, 697) con- 
tradict the view of specialists in Indian history. The mass of material 
that has appeared in recent years from Babylonia, but not yet made 
available, makes any account of this region merely tentative. On many 
points far-reaching conclusions are based on scanty material and in- 
terpretations of doubtful validity; thus the present reviewer, though 
well aware how much he can learn from Heichelheim, also feels that 
the latter has been too dogmatic and positive in some of the interpre- 
tations based on Delian records. In the notes, when Scandinavian 
names and titles include vowel symbols peculiar to those languages, 
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they are consistently mishandled. Such criticisms, though they indi- 
cate that the work—excellent as it is—is not perfect, nevertheless only 
touch the surface. If a synthesis were to wait until all available ma- 
terial were interpreted and all critics satisfied, it would never be 
produced. 

Among the special merits of the work may be noted the careful 
study of ancient coin hoards as an aid to determine the lines taken by 
trade, the use of linguistics for evaluating the economic conditions 
in the light of the vocabulary of the time, and the extensive use of 
talmudic sources. The work bristles with challenging interpretations 
carefully presented with due regard for opposing theories. In general, 
the period after the introduction of iron is treated in such a way as to 
make the account appear as one of the rise and fall of Hellenistic 
civilization. The highest development was reached in the third cen- 
tury B.c., the Roman intervention in the east hastened decline, and all 
that Augustus was able to do was to give ancient culture two hundred 
years of a relatively happy old age (p. 680). The last hope for a com- 
plete recovery ended with the assassination of Julius Caesar (p. 679). 
The emphasis on governmental control and participation in economic 
ventures makes the period of individual initiative inaugurated by clas- 
sical Greece appear as little more than an interlude. The preservation 
of local institutions in the Roman Empire—so often considered one of 
its great merits—is represented as a failure to secure sufficient uni- 
formity and thus as an economic calamity. In contrast to the almost 
hostile treatment of the Roman Republic and Early Empire the ac- 
count of the Late Empire (from Diocletian to Heraclius) is extremely 
sympathetic. Its shortcomings and failures are not overlooked, but its 
aims and services under difficult conditions are emphasized. All these 
views, whether accepted or not, deserve careful consideration. Par- 
ticularly the treatment of the problem of the relative merits of the 
Hellenistic and Roman accomplishments is likely to provoke a vigor- 


ous controversy. 
J. A. O. LARSEN 


University of Chicago 


Elements of Economic Theory. By Erich Roti. New York: Oxford 
University Press, 1937. Pp. viiit+-276. $2.00. 
Erich Roll, professor of economics and commerce in the University 
College of Hull, has attempted the important and difficult task of 
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introducing college students to modern principles of economic analy- 
sis. Naturally the attempt is not wholly successful, the nature and 
present state of economic theory being what they are. In trying to 
use a little of the best from many contemporary journal articles the 
author has set himself a task not easily accomplished with perfect 
consistency and clarity. 

The structure of the book is good. In Part I questions of scope and 
method are honestly faced if not in any definitive way answered. The 
influence of Lionel Robbins is here apparent. In Part II the “Theory 
of Consumption,” the ““Theory of Exchange,” and the “Theory of 
Production” appear in order, bring skilfully merged into a general 
formulation of static equilibrium theory. In Part III “Problems of 
Change”’ (population, tastes, technical progress, and the trade cycle) 
and the “Problem of Policy” are dealt with briefly. Since most of our 
problems of policy arise from the dynamic nature of social forces it is 
only fittingly modest of the author largely to abstain from policy 
prescriptions based upon use of his tools of static analysis. 

The general intellectual level of the book is high. But in trying to 
compress the best thought of men as diverse as Gossen, Wicksteed, 
Cairnes, Marshall, Knight, Strigl, Hicks, Allen, Robinson, Kaldor, 
Sraffa, Chamberlain, and others into one small text, Professor Roll 
has almost inevitably produced a book which is not likely to have a 
wide appeal in American introductory courses. The absence of graphic 
exposition (supply-and-demand curves, etc.) finds no adequate sub- 
stitute in the long-drawn-out arithmetical examples with their “Ar, 
A2, A6, A7 and 500, 50, 1/100, 1/1,000 respectively.” Furthermore, 
this absence probably explains Professor Roll’s unfortunate practice 
of using change in demand sometimes in its slope-of-the-demand-curve 
sense instead of consistently in its more fundamental position-of-the- 
demand-curve sense. Certainly the use of graphs would help to illumi- 
nate the discussion of “superior and inferior goods” in the “non-normal 
position” and “Giffen’s anomaly” (pp. 106-10). The author is also 
guilty of attributing to “the marginal pairs” sole determinative influ- 
ence upon price. (“Their offers are of importance, and those of all the 
others who are above or below do not count,” and again, “These mar- 
ginal pairs are alone of importance in determining the ratio of ex- 
change” [p. 79].) 

In general the cost analysis is good though the symbolized discus- 
sion of the technical coefficients of production is likely to baffle and 
enrage American undergraduates. The treatment of diminishing and 
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increasing returns, though brief, deserves special commendation for 
the way in which it differentiates the bases of decreasing and increas- 
ing returns (really he means increasing and decreasing costs), thereby 
avoiding the erroneous but all too common implication that some 
productive combinations “belong” in the one category, some in the 
other. The relation of increasing returns to (1) a “theory of varia- 
tions” and (2) external economies resulting from indivisibilities in fac- 
tors is made explicit. 

In conclusion, it should be said that while Professor Roll has not 
written a book that is likely to prove satisfactory for use in American 
introductory courses it is likewise true that most books now being 
used in such courses are of distinctly poorer caliber than his. 


Paut M. O’LEaRyY 
Cornell University 


Bibliographie der Kameralwissenschaften. By MAGDALENE HUMPERT. 
(“Kélner Bibliographische Arbeiten,” Band I.) Kéln: Balduin 
Pick, 1937. Pp. xv+1184. Rm. 62.- 

This bibliography constitutes the material basis of a second volume 
which will be published in due course. Nevertheless the present vol- 


ume is to be considered as a coherent entity. Indeed, the amount of 
labor in accumulating the material and in analyzing and classifying 
the subject matter deserves most particular praise. There is no doubt 
about it that this work has to be considered as being fundamental for 
any future study in cameralism, but stress must be laid on the fact 
that the present work never could have been completed without vast 
previous studies on this subject. The “secondhand” literature treated 
here with sovereign disdain to such an extent that the author does not 
even condescend to mention same has undoubtedly facilitated this 
book. The alphabetic Index of Names, embracing 50 pages where 
14,040 book titles are quoted, shows the tremendous quantity of en- 
cyclopedical information, but systematic arrangement and the clear- 
ness of its classification enables the reader rapidly to find his way 
through the manifold subdivisions. However, an inevitable anomaly 
is to be found in the numerous double quotations due to the fact that 
the subject matter of the same book has been distributed among sev- 
eral categories. 

The work is entirely based on the right conception that cameralism 
forms a literary entity extending from the sixteenth to the nineteenth 
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century and is characterized by a uniform intellectual and moral orien- 
tation. The transformation in the historiographical interpretation of 
cameralism has been duly brought to light: in more ancient historical 
studies, notably in the bibliographies originating from the cameralists 
themselves, such as Bergius or Réssig, cameralism had only been con- 
sidered as a technology, or a Polizey-Wissenschaft. But nowadays 
light is to be shed on their ideas on the relations between state and 
economy, on “planned economy,” on intervention of political authori- 
ties and its justification. In my book on the Austrian cameralism I 
pointed out this systematic character of cameralism, taking, however, 
into account the transformations which the notion of “system” under- 
went in the course of history. In accordance with my views the author 
holds in due regard the irradiations of cameralism into the fields of 
philosophy, ethics, and political and natural science. Nevertheless, it 
may be questioned whether Goethe, Kant, Bernoulli, Ricardo, and 
the two Mills may rightly find a place in a bibliography of cameral- 
ism. In view of the abundance of data and their extension through 
time and space, it may appear somewhat strange to notice that no 
mention has been made of the most important “Pamphlet Literature” 
of cameralism. Such pamphlets are vital for the historical construction 
of public opinion, essential at a period where the periodical press had 
not outpassed the primary stage in the spreading of news. Those pam- 
phlets had, therefore, an important function to accomplish. Partly 
they were official papers in the shape of “‘professional opinions’’ made 
by university teachers, partly they were of semiofficial origin, with the 
objective of influencing public opinion, and finally they had no tenden- 
tious character and were the true expression of public mind. Problems 
relating to the church, social, political, and monetary questions were 
discussed in the pamphlet literature. Where are to be found in this 
bibliography on cameralism the three most important pamphlets issued 
in 1682, paraphed by H. G. D. C. Francopolitae, but emanating from 
Hornigt, which show the dependency of Austrian cameralism upon 
the political theories of Grotius and Pufendorff? On the other side, 
laudatory mention is to be made of the fact that the copious literature on 
the Zollverein has been included in this bibliography as a valuable con- 
tribution to the commercial policy of mercantilism. 

In conclusion, it must be stated that this book constitutes a precious 
documentation for students in cameralism and in economic history. 


LovuIsE SOMMER 
University of Geneva 
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The Economic Library of Jacob H. Hollander, Ph.D. Compiled by 
Este A. G. Marsu. Baltimore: Privately printed, 1937. Pp. xi+ 
324- 

It is not often that a bibliophile economist can indulge his passion to 
the point of producing the hand catalogue of his library in a sumptu- 
ously got up volume. Professor Hollander’s is now almost the last 
of the big collections of early economic works which were started 
during the past century and before the supply of material had largely 
dried up; and even if it was evidently more to please himself than to 
help scholarship that he decided to have the catalogue printed, it 
will undoubtedly be a source of much pleasure and instruction to his 
colleagues with similar tastes. As a collection of pre-Smithian and 
classical English economics it is very impressive—though why he 
should have decided to include a few oddly selected works of later date, 
clearly not the whole of his library, is rather puzzling. 

Professor Hollander has not prepared the catalogue himself; and 
although as a catalogue of a library it has been competently prepared, 
it is not so arranged as to make it very useful as a work of reference: 
the extensive abridgment of titles, the grouping of works under the 
date of the earliest book (or rather the earliest edition, even a late 
one) of any one author contained in the collection, the listing of re- 
prints from journals without giving the name of the journal, consider- 
ably limit its usefulness. Although, until we have a really good bibliog- 
raphy for the whole period with which it mainly deals, it will be val- 
uable as a finding-list, its interest is mainly that of a monument to the 
man who has lavished his industry and resources in building up a fine 
collection which we all must hope will permanently remain as a whole 
in a place accessible to the student. And when the time comes, as it 
undoubtedly will, when the catalogues of collections will in turn be- 
come a subject of collection, this magnificent specimen will become a 
highly prized item, and the ambition of later generations of collectors 
will be to emulate Professor Hollander as his was to emulate Massie 


and McCulloch. 
F. A. v. HAYEK 


London School of Economics 


Japan: The Hungry Guest. By G. C. ALLEN. New York: E. P. Dut- 
ton & Co., Inc., 1938. Pp. 261. $3.00. 
Besides an earlier, very good but less comprehensive, book Professor 
Allen had already written a number of excellent articles on different 
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aspects of Japanese economic development. While this book deals 
particularly with economic matters, its author has gone into the much 
broader field of Japan as a late and ravenous arrival among the nations. 
For the general reader there is no other book nearly so informative 
or so mature in its treatment of these matters. The author is one of 
the very few occidental economists to have lived long enough in 
Japan to be able to see the Japanese viewpoint. Also, his situation as 
an Englishman has made it possible for him to appreciate the parallel 
between the building of the British Empire and the later Japanese 
expansion. 

There are very informative chapters on more recent economic de- 
velopments; but for economists, it is unfortunate that there is not more 
specialized treatment of the country’s economic life. Japan is now too 
well known and too important for such chapter titles as “Fields, Fac- 
tories, and Workshops” (chap. vi). Yet this general treatment is very 
well informed and much of it, especially that treating of the economic 
structure and of the place of the government and of the great business 
families, is exceedingly well done. 

It is also unfortunate that adequate space is not give to the history 
of international relations in the Far East. The rise and conduct of 
Japan can be understood only in close connection with the political, 
economic, and military impact of the Occident on the Orient. But 
this receives no adequate treatment. Indeed, the great weakness of 
this book is that it undertakes to deal with problems to which it gives 
so little attention as to make their solution impossible. As an example, 
“The reasons for these very different responses to pressure from the 
West [by Japan and China] cannot here be discussed” (p. 216). Yet, 
along with an understanding of that occidental pressure and of the 
international readjustments which modern technological and ideologi- 
cal developments tend to engender (all treated inadequately and largely 
incidentally), there are no matters so necessary for an understanding 
of the far eastern situation. 

The book is marred by a few attempts to pass on matters which the 
present stage of scientific development renders impossible. Such a 
statement as, “The Japanese do not produce many men of outstanding 
intellectual ability, and as a nation they are neither profound nor quick 
in mental activity” (p. 30), would be very difficult to prove. If the 
reviewer were to hazard an opinion, he would say that perhaps no 
race, surely not the Anglo-Saxon, is quicker mentally and that the 
Japanese is as profound as most occidentals. The tentativeness char- 
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acteristic of Buddhist thought is far more deep set in their intellectual 
life than is that of science in ours. 
In spite of these criticisms this book is to be very highly recom- 


mended. No other performs its task so well. 
D. H. BucHANAN 


University of North Carolina 


North Pacific Fisheries: With Special Reference to Alaska Salmon. 
By Homer E. Grecory and KATHLEEN Barnes. (“American 
Council, Institute of Pacific Relations, Studies of the Pacific,” 
No. 3.) New York: American Council, Institute of Pacific Rela- 
tions, 1939. Pp. xviii+322. $3.00. 

This work represents a thoroughly competent and illuminating, 
though admittedly not definitive, study of the economic aspects of the 
North Pacific salmon fisheries. It contains much of interest to the 
student of industrial organization, especially if he is intrigued by the 
peculiar problems of “by-path industries,” and something for the 
theorist as well. There is material relating to fishing and processing 
techniques, including the floating cannery; to combinations, large 
versus small firms, and the factors making for monopoly as against 
those pointing toward continued competition; to the packer-broker, 
the chain stores, short-period catches and long-period storage, vertical 
integration, federal inspection, price leadership, and many other factors 
which are involved in the far-flung system of marketing; to the be- 
havior of prices; to analyses of capital investments, of profits, of wages, 
of costs; and to a discussion of labor problems, including the wide- 
spread unionization of recent years. Emphasis is placed upon the pre- 
dominant role played by the salmon fishery in the economy of Alaska, 
as well as upon its importance to Washington, Oregon, and British 
Columbia. 

But the chief interest of the book, as befits a work sponsored and 
published by the Institute of Pacific Relations, lies in its treatment of 
two other topics: conservation and international regulation. These two 
matters, in turn, are fused into a vital challenge which cannot be better 
stated than it is in the Foreword by Carl L. Alsberg: “In the future of 
the salmon fisheries a fundamental international issue is at stake: the 
preservation of a food resource which requires conservation measures 
to offset depletion by unwise exploitation facilitated by advancing 
technique.” 
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Both the North Pacific salmon and halibut fisheries have been, and 
still are, in serious danger of ruinous depletion unless some workable 
method for combining scientific study and rigid regulation of fishing 
can be devised. Fortunately, a path has been indicated in the form of 
two separate treaties between the United States and Canada for 
studying and regulating, through international commissions, the hali- 
but industry and the Puget Sound-Fraser River sockeye-salmon 
fishery. These two experiments, so far, are working satisfactorily; but 
numerous difficulties and complications must be faced before this 
regulatory device can be applied on the broader international scale 
which is necessary. The chief dilemma lies in the fact that adequate 
conservation measures must be extended well beyond the three-mile 
limit of territorial waters, and that it is a moot question whether any 
nation can assert even limited jurisdiction beyond this line. But 
Japanese floating canneries are casting envious eyes upon the waters 
adjacent to the Alaska salmon fisheries, and British interests have 
considered the possibility of transferring a large vessel from the de- 
pleted Greenland halibut banks to the partially rehabilitated North 
Pacific fishing grounds. If foreign interests can thus operate in waters 
beyond the jurisdiction of the protecting and conserving American 
and Canadian governments, they may well wreck a hopeful and much- 


needed program of conservation and of international co-operation. 
The authors have no neat, sure-fire solution; but they have performed 
a real service in drawing attention to the vital necessity for reaching 
(and that soon) some sort of solution. 


Etmo P. HoHMAN 
Northwestern University 


Economic Adaptation to a Changing World Market. By Cart Major 
Wricut. Copenhagen: Ejnar Munksgaard, 1939. Pp. 305. tos. 6d. 
This book represents an economic manual for the guidance of those 

who establish foreign-trade policies. Its author takes the position that 

both isolation and intervention are to be rejected in favor of a third 
alternative—that of adaptation to new conditions. The latter process 
of adaptation is surveyed by an exposition that runs in familiar terms. 

These terms and the order of the exposition are: consideration of struc- 

tural changes in demand and supply, of cylical changes in national 

economies, of “best” periods of transfer (based on cyclical and struc- 
tural variations in the mobility of labor and capital), and, finally, con- 
sideration is given as to “which measures of economic nationalism give 
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the most favorable conditions for an independent national revival and 
the shift in production necessary in order to obtain the greatest pos- 
sible benefit from the economic relation with the international world” 
(p. 27). 

The merits of this manual of no more than three hundred pages arise 
from the able digestion of a very substantial amount of relevant litera- 
ture in order to extract rules of action for the guidance of economic 
policies and not to give an academic debate. The work is perhaps most 
comparable to Ohlin’s Penning politik, Offentliga Arbeten, Subventioner 
och Tullar som Medel mot Arbetslishet (Stockholm, 1934). In the pres- 
ent case the argument is more generalized than in Ohlin’s work, for 
Wright implies the general availability of recommended adaptation 
policies for all countries, in contrast, to Ohlin, who wrote for a given 
time and place—Sweden in the world-depression. 

In the field of foreign trade, for example, one directive rule is the 
selection for export of items possessing marked elasticity in their de- 
mand and higher elasticity of supply from foreign sources (i.e., for 
supplies of countries other than the one under consideration). Such a 
procedure, however, fails to consider the whole range of results. 
This is the case for the reason that the productive fields that are 
abandoned to other countries must tend to weaken their economies. 
Wright recognizes the need for development of new commodities (with 
their high demand elasticities), however, so that expansion in the 
world-economy may be secured. But, whatever points of differences 
in view there are that may be raised, the book is an excellent one. It 
is to be commended for its lucid application of much recent material 
to vital current economic problems and its avoidance of doctrinaire 
disputes. The analytical abilities of its author were earlier indicated 
in an excellent article, “Butter as a World Staple” (Index, Svenska 
Handelsbanken, November, 1935). The present work provides in a 
generalized way his tools for more general structural and cyclical eco- 
nomic analysis. 

ARTHUR R. UPGREN 
University of Minnesota 


The Sugar Economy of Puerto Rico. By Artuur D. Gaver, Paut T. 
Homan, and Earte K. James. New York: Columbia University 
Press, 1938. Pp. xviii+326. $3.75. 

Puerto Rico, like most other areas of advanced plantation economy, 
has reached a state of what appears to be chronic maladjustment. The 
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earlier problem of securing sufficient labor to cultivate the land has 
given place to one of finding an adequate livelihood for the all too 
plentiful population. During the course of its four-century history the 
agricultural economy of the island has gravitated chiefly into sugar- 
cane cultivation, and the few large and profitable estates are now under 
American corporation control. 

Despite the efforts of the federal government to inject new life into 
a declining economy, the lasting impression derived from most ob- 
jective accounts of Puerto Rico, both of its land and of its people, is 
that of a tropical slum. Inefficient cultivation, erosion and soil de- 
pletion, overpopulation, a low plane of living, chronic unemployment, 
low labor efficiency, poor housing, malnutrition, and disease—these 
provide the matrix for the protest agitation directed against both the 
government and the absentee American landlords. 

It is, however, the classic issues of the plantation frontier—land 
control, labor relations, and the distribution of income—which provide 
the major focus of attention in this study, which was sponsored and 
paid for by two of the American-owned plantation companies. The 
authors, two economists and an editor, were requested to make “an 
objective factual analysis of the Puerto Rican sugar industry and its 
relation to the general economy of the Island” and to interpret their 
findings “in relation to the controversial questions of public policy 
affecting the sugar industry.” A vast amount of statistical data (111 
tables covering approximately 80 pages) has been marshaled in the 
prosecution of these objectives, but the results are sometimes disap- 
pointing. Many of the questions which naturally occur to the reader 
with regard to labor organization, real labor incomes, plantation 
profits, and plantation control find no answer in the text, while the 
significance of many of the statistical tables included remains obscure. 
Obviously much of the data is intended to correct the “errors”’ made 
in previous studies, especially in so far as these relate to capital in- 
vestments and earnings and cther facts on the distributive level which 
have been subjects of controversy in Puerto Rico. With regard to these 
issues, the authors are convinced that “‘the record fof the sugar in- 
dustry] is one of accomplishments along all the lines that are essential 
to the economic well-being of Puerto Rico” (p. 273). 

The social friction in Puerto Rico and the criticisms of the American 
corporations are likely to remain, however, as the symptoms of a 


decrepit and aging economy. 
ANDREW W. LIND 


University of Hawaii 
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The Struggle for Imperial Unity (1868-1895). By J. E. Tyter. (‘Im- 
perial Studies,” No. 16.) New York: Longmans, Green & Co. for 
the Royal Empire Society, 1938. Pp. viiit+219. $5.00. 

The author’s purpose in this volume is to explain the origin and 
continuance of the movement for British imperial unity which began 
about seventy years ago. His interest is in the imperialism of closer 
union between the United Kingdom and the self-governing British colo- 
nies, and he touches only incidentally upon the imperialism of terri- 
torial expansion, though he realizes that the two were interconnected 
and influenced each other. What is today called the Dependent Colo- 
nial Empire, which was greatly enlarged during the years covered by 
this study, is ignored “except in so far as it influenced imperial unity 
in general.” The first half of the book deals with the movement for 
imperial unity and related subjects down to the formation of the 
Imperial Federation League in 1884. The second half centers in the 
League, the influences which it exerted, and the responses evoked by 
its propaganda. 

Students of British imperial history are familiar, of course, with a 
good deal of the story Mr. Tyler has to tell. Parts of the ground which 
he traverses have already been explored by historians. The main 
strength of his book is its inclusiveness, resulting from the variety of 
angles from which he surveys his subject. He never indulges in over- 
simplification. The movement for imperial unity, as he recognizes, was 
complex, “and to this complexity, to its political, psychological, racial, 
as well as economic components it owed, as it was always to owe, not 
only its widespread appeal, but its astonishing vitality.”” Nor does the 
author view his subject exclusively from the British point of view. 
Conditions and attitudes in the colonies are described and analyzed, 
with adequate recognition of the differences in circumstance and out- 
look between the different colonies. 

In considering the attitude of British business interests toward the 
movement for closer imperial union, the author shows a healthy 
skepticism, declining to make sweeping generalizations. On the basis 
of statistics of British exports to foreign countries and to the self- 
governing colonies in 1880 and 1892 he concludes that “no general 
statement as to the ‘imperialist’ tendencies of British business interests 
at this time can be made.” 

Here and there one might take issue with the author on a specific 
point. For example, the belief in Anglo-Saxon superiority did not 
necessarily contribute in all cases to the movement for imperial unity, 
though a reader of chapter v would get this impression. Sir Charles 





460 BOOK REVIEWS 


Dilke, a leading exponent of the Anglo-Saxon cult, would have to be 
classed as a separatist when he wrote his Greater Britain. All in all, 
however, Mr. Tyler’s book is probably the most satisfactory that has 


been published on this subject. 
RoBERT LIVINGSTON SCHUYLER 


Columbia University 


World Trade. By Etnet B. Dretricn. New York: Henry Holt & 

Co., 1939. Pp. vit+458. $2.75. 

The title of this book might apply with equal propriety to a book on 
international trade theory, trade practice, or governmental trade pol- 
icy. In fact, it deals with the latter, with emphasis on recent policy, 
rather than being a historical treatment such as we find in B. H. Wil- 
liams’ Economic Foreign Policy of the United States. Williams deals with 
both investments and trade, but this book is entirely de. oted to the 
latter. 

In a brief introductory chapter Miss Dietrich views the continuous 
adjustments of trade to shifting economic and political patterns during 
the past decade or more and concludes that the usual approach to the 
study of foreign trade is of little value. She likens it to study in an 
economic “vacuum” which has little by way of reality in view of the 
multiplicity of controls which have been instituted by governments. 
Thus she discards entirely the theory of comparative advantage and 
the philosophy of laissez faire as an avenue of approach to an under- 
standing of ‘foreign trade” and proceeds immediately to a discussion 
of the role which governments play. After a short discussion of the 
balance of payments, chapters follow on tariffs, import quotas, foreign 
exchange control, and trade promotion, including shipping policies 
and export credit insurance. Part II deals with international com- 
mercial policies in contrast to those of Part I which are designated as 
national. There are chapters on commercial treaties, regional pacts, 
the work of international groups such as the League of Nations and 
the Pan-American Union, colonial trade, and commodity agreements. 
In the final chapter Miss Dietrich states briefly the position of the 
internationalists, the isolationists, and the realists. A realistic ap- 
proach is ascribed to the reciprocal trade program. 

The relative newness of the various control measures considered in 
this book made the author’s task a difficult one. Much has happened 
in the past decade, and perhaps it is too early to expect a thorough 
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analysis. At least, this book does not furnish such an analysis. It is 
largely factual, and whatever critical analysis is attempted leaves the 
reader unsatisfied. While the analysis does not appear to be superficial, 
it is much too sketchy to be otherwise. There is much more of signifi- 
cance to be said about these governmental measures which affect 
trade than is said in this volume. Furthermore, there are numerous 
places in the discussion of exchange control, regional pacts, and the 
merchant marine where critical judgments are needed. Perhaps the 
explanation can be found in the fact that the traditional theoretical 
concepts pertaining to foreign trade are discarded initially and that 
in so doing the author set aside the bases for critical evaluation. If the 
book is to be used for instructional purposes, this defect is of particu- 
lar importance, for the student is not given the necessary theoretical 
background for his own interpretations. 

Still, this book has much merit. It is compact and written in a force- 
fulstyle. It is the sort of book which the layman might read with much 
interest and benefit. Furthermore, the factual material here presented 
needed to be accumulated, for there has not been a book of like subject 


matter during the past de.ade. 
D. M. PHELPs 
University of Michigan 


Gli aggruppamenti di imprese nell’economia corporativa. (“Contributi 
dell’Istituto di Scienze Economiche, Universita Cattolica del S. 
Cuore,” Ser. III.) Milan: Societa editrice “Vita e pensiero,” 1939. 
Pp. viii+220. L. 18. 

This volume on “Combinations of Business Enterprises in a Cor- 
porate Economy” is the twentieth to be published in the excellent 
social science series of the Catholic University of Milan. It is presented 
as a contribution by the Institute of Economics of the University and 
contains two papers on combinations in industry by Dr. Franco 
Feroldi, one on the German Kartel by Dr. Eugenio Tonini, and three 
very illuminating essays on the theory of industrial combination by 
Professor Francesco Vito, the director of the Institute. After a lucid 
discussion of the economic functions of combinations of business enter- 
prises, of the contributions made to the theory of industrial combina- 
tion by such writers as Barone, Marshall, Liefmann, and others, and 
of the present state of Italian theory on the subject, Professor Vito 
examines critically the basic concepts of competition, imperfect compe- 
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tition, and monopoly and proceeds to formulate his own theory of 
“collective monopoly in a corporate economy.” A corporate economy 
is described by Professor Vito as one in which, without the abandon- 
ment of private property and individual initiative, quasi-public or 
public bodies regulate economic activity in an effort to achieve more 
organic and stable economic development and a greater measure of 
social justice. In Italy the bodies to which this regulatory function is 
intrusted are the corporations—boards or councils organized by the 
state in each major field of economic activity and made up of repre- 
sentatives of government, capital, and labor. It is the corporations 
which, in the light of the above-mentioned general objectives, must 
control private industrial combinations, the existence of which, 
Dr. Vito thinks, is not only defensible but often necessary. Through 
the control of the corporations prices of commodities produced by 
cartellized enterprises must be prevented from rising beyond the cost 
of production of the marginal firm, and, through close supervision over 
such firms, their efficiency must be gradually increased and their costs 
lowered. 

Professor Vito himself points out some of the difficulties inherent in 
this program, such as the discovery of the marginal enterprises and 
of their costs and the administrative difficulties likely to be en- 
countered. An even more serious obstacle, however, seems to lie in 
the fact that the corporations themselves are at present composed in 
large part of representatives of the enterprises and groups which they 
are supposed to control; a circumstance which is not unlikely to ham- 
per materially the adoption of any really effective scheme of price 
limitation. As to the ultimate goal of the Italian corporate system, 
that goal, unfortunately, appears to lie at present in the pursuit of 
the policy of extreme economic autarchy imposed by the fascist 
regime rather than in the achievement of an ideal of greater social 
justice. 


College of St. Thomas 


WIiraM G. WELK 
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